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IS DEDICATED. 


PREFACE 




This book on the History of Indian Currency and 
Exchange has been specially written with the object of meet¬ 
ing the requirements of students preparing for the B.A. and 
B. Com. examinations of Indian Universities. It, therefore, 
presupposes the knowledge of the general principles of 
Currency and Exchange. The plan adopted of treating 
sub J ect i s very simple and is designed to elucidate the 
different phases of the Indian Currency System. Its chief aim 
is not to stuff tire students’ minds with facts and figures, but 
to create m them a genuine taste which would lead them 
Currenc^^ ^ stU( ty of the chaotic history of Indian 



My debt to various authorities on the subject and to the 
ue oaks mentioned in the Bibliography cannot but be 
acknowledged by me. In the case of the latter, which form 
' ie .rea basis of the work, their original language has been 
adhered to, wherever snecessaiy, to indicate the source of 
information. 

V> 

Gy I inddfW t0 m y colleague, Professor A. C. Sen 
Pta, M.A., I.E.S., for his very valuable suggestions, and to 
o.es„ois Chordia and Ghose for the help they gave in 
correcting the proof-sheets. 

h , DeS ,f Ite its imperfections, it is sincerely hoped that the 
oo >. vw prove useful to students and form the foundation 
lor further study. 


Morris College, } 
Nagpur ; June 25, 1927. j 


B. E. D. 
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CHAPTER I. 

Currency History before 1835. 

(Two Standard coins of different metals.) 


At the beginning of the 19th century no uni- 
form standard coin existed in British 
Currency before i n dia. In Northern India, a silver 
1800 ' standard existed with gold coins in 

concurrent circulation, but there was never any fixed 
legal ratio between them. The Muhommaden rulers 
on the whole preferred silver coinage. In Southern 
India, on the contrary, where the Muhommaden 
conquests never extended, the Hindu rulers adopted 
gold as the standard. 


Thus, throughout India two standard coins of 
both gold and silver were in circulation side by side 
without any fixed relation between them. J-h e 
exchange value of the coins was determined y 
their weight and fineness. 

The East India Company “found 994 different 
kinds of gold and silver coins current of different 
weights and fineness , and whose value was con¬ 
stantly varying from day to day. No one could tell 
the value of the coins he might hold. In niaking 
even moderate payments the parties were oblige 
to call in a shroff—a professional money changer to 
declare the value of each coin.”* 


*H. D. Macleod. Indian Currency, p. 13. 
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^/ /Finding this extremely embarrassing for rev^ 
Sariy efforts of collection and business transactions, 
com^lny India East India Company attempted 

to issue both gold and silver coins at a 
fixed legal ratio . This establishment of Bimetallism, 
however, ended in a failure as the legal ratio could 
not possibly be maintained while the market value 
of the metals was constantly fluctuating. 


But with the appearance in 1806 of Lord 
Liverpool’s treatise on the Coins of the Realm, the 
importance of the principle of Monometallism was 
made clear and the Governor-General in Council 
declared his entire adherence to it. But the choice 
of the Government fell on silver as the standard. 


The Court of Directors of the East India Com¬ 
pany addressed a despatch on 25 th 
i 80 C. atCh ° f April, 1806, to the Governments of ' 
Bengal and Madras in which they 

expressed themselves fully in favour of monome¬ 
tallism, and as regards the establishment of a stand¬ 
ard they wrote that “ they were fully satisfied with 
the propriety of the silver rupee being the principal ' 
measure of value and the money of account.” But 
they did not desire to drive gold out of circula¬ 
tion, and they even proposed that a gold-rupee of 
the same weight and fineness as the silver coin 
should be coined without a ratio being fixed between 
the two coins. 


No action was taken on this minute until 1818, y 
The silver coin when the Government issued a new 
“* M ^ dras ,o,o coinage of silver and gold. They sub- 
r<-si cnej. . stituted the silver rupee tor the gold 
Pagoda as the standard coin of the Madras Presi - 
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! WJ*& C V} where gold coins had been the standard 'cap- 
.uiency for thousands of years. The rupee weighed 
1 tola or 180 grains. But they declared these gold 
and silver coins to be equally legal tender. Thus 
in spite of the minute of 1806 “ they persevered in 
the vain attempt to maintain Bimetallism 

However, the various Presidencies under the 
East India Company had rupees of different weights 
and fineness and the rupee of one Presidency was 
not legal tender in another. Great inconvenience, 
therefore, arose in making payments, and in actual 
payment they were weighed as bullion. A uniform 
system of coinage was, therefore, found necessary. 


Act of 1S35; the 
■silver Rupee 
made legal 
tender. 


Such a uniformity was obtained 
by the Act of 1835. 


The essentials of the Act were as follows :— 

(1) The Silver Rupee of the weight of 180 graiu 3 troy, (150 grains 
pure metal and 15 of alloy or 11 /12th fine) wars declared to be 
the standard coin and legal tender in India and the silver 
coins were to be of proportionate weight. 

(2) It also enacted that ** no gold coin shall henceforward be a 

legal tender of payment in any of the territories of the East 
India Company”. 

(3) But it also authorised the coining of gold mohurs (15-rupee 

pieces) which were of the same weight and fineness as the 
rupee, and 5, 10 and 30 rupee pieces of the same standard as 
the gold mohur. 


Thus silver monometallism was established in 


India, and although gold had ceased 
to be legal tender in India as between 


Conclusion. 


private individuals, the provision regarding the 
coming of the gold mohur meant that the authorities 
did not entirely discourage the use of gold by the 
people. 


'H. D, Macleod, Indian Currency. 







CHAPTER II. 

Consequences of a Fall in the Price of Silver 
1835-1893. 

I 


r 


(A) 1835-1870. 

(i) Demonetization 

of gold. 

(ii) Attempts at in¬ 

troduction of 
gold. 


Part I, 1835-1874. 
(Demonetization of gold.) 

—i—, 


Part II, 1874-1893. 
(Falling and unstable exchange.) 


(B) 1870-1874. (A) 1874-1878. 

(Gold not legal (Rapid fall in price 
tender.) of silver.) 


(B) 1878-1892. 
The remedies ? 


1 


(C) 1892-1893. 

(i) Herschell Com- 
mittee’s report, 

(ii) Closing the mints 
to free coinage of 

* silver. 
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his period of the history of India Current 


is very instructive both from the eco. 


ullml nomical and academical points "of 
view. For, in the first place, a change 
m the value of precious metals, silver and gold 
brought with it great difficulties in maintaining the 
stability of the rupee ; and secondly, to come out of 
these difficulties successfully various experiments 
were suggested and tried (one of which was al- 
ready the favourite of a certain part of Europe then) 
We have, therefore, to trace the causes of th* 



PART I.—The period 1835-1874. 

(Demonetization of gold.) 

(A) Events between 1835-1870. 

(») Demonetization of gold. 

(«) Attempts at introduction of gold. 
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of identical weight and fineness, this procla: 
on represented a ratio of 15:1 between gold and 
silver. In this way the use of the gold as currency 
was extended. 


But the extensive discoveries of gold in 
(i) Australia in 1848 and 1849 caused 

Lord Daihousie the value of gold to fall relatively 
goW°currenoy. to silver. It was, therefore, held 

1853. by the Directors of the Com¬ 

pany, on representations from the Government 
of India, that the proclamation of 1841 had 
embarrassed the Government and was likely to do 
so still more. The reason given was that “holders 
of gold coin have naturally availed themselves of 
the opportunity of obtaining from the Government 
treasuries a larger price in silver than they could 
obtain in the market”.* People were eagerly pay¬ 
ing for their debt to the Government in Gold, the 
depreciated metal, and what they gained the 
Government lost. Consequently a notification was 
issued on 25th December, 1852, by which the above 
provision of 1841 was withdrawn and it was declar¬ 
ed that, on or after 1st January, 1853, “«o gold coin 
will be received on account of payments due, or in 
any way to be made, to the Government in any 
public treasury within the territories of the East 
India Company.” 


By this notification gold was completely de¬ 
monetized in India, and it was estimated that 
“£120,000,000 worth of gold coin at once disappear¬ 
ed from circulation and became hoarded wealth”.! 


•Quoted from Fowler Committee Report, para 5. 
fH. D. Macleod, Indian Currency. 
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in the 
of precious 
metals. 




e have just referred to the fall in the va 
price G f gold. We shall now try to know 
its extent and its consequences. For 
many centuries the market ratio of exchange bet¬ 
ween gold and silver was 15 tolas of silver : 1 tola 
of gold. Any change therefore in the relative values 
of these metals was bound to bring about a change 
in the mint ratio of these metals. And this was 
what actually happened during that period, although 
not so acutely as in the succeeding one. New rich 
gold fields were discovered in California and Austra¬ 
lia and in 1851 the world’s production of gold 
began to increase. This led to a fall in the price of 
gold, and silver became relatively the dearer 
metal. 


If, however, the fall in the value of gold had 
been heavy, relatively to silver, the intrinsic value of 
the Rupee would have risen appreciably and there¬ 
fore its exchange value would have been raised 
accordingly. 

But this occasion did not arise because, (1) the 
stock of silver in the world’s market began to increase 
as a consequence of the play of Gresham’s Law in 
France. This country was then bimetallic and the 
cheaper gold coins drove out the dearer silver coins 
from currency. 


(2) Secondly, from 1865 the production of 
silver in the world also began to increase. 

Thus, the increase in the supply of silver tended 
to compensate for the increase in the supply of gold 
and the latter did not depreciate much and the 
change in the ratio was slight. 
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curing the whole of this period we find a 
tem 'tto agitation by the people for the introduc- 

introduce sold tion of a gold currency. Efforts on the 
currency into part of the Government of India 
were made to extend the use of gold 
coins. Every Finance Member favoured the in¬ 
troduction of a gold currency. In 1864 the Cham¬ 
bers of Commerce of the three Presidencies me¬ 
morialised the Government of India for a gold 
currency. 


Sir Charles Trevelyan, the Finance Member, 
(i) Scheme of drew up an exhaustive scheme in 
1864 - favour of it in 1864, but it was not 

accepted by the then Secretary of State, Sir 
Charles Wood. It was, however, thought that an 
experiment might be tried to see if the people of 
India would be willing to use gold coins and it was 
declared by the Government of India in November, 
1864, that 

(а) Sovereigns and half-sovereigns minted at any authorised Royal 

mint in England or Australia should be accepted by the 
Government of India in payment by its debtors, as the equi¬ 
valent of Rs. 10 and Rs. 5 respectively. ► 

(б) the Government of India should, when convenient, pay the 
same to its creditors if they desired to receive them in pay¬ 
ment. Even notes were also authorised to be issued under 
limitations in exchange for such gold coins. 


But such a half-hearted attempt to introduce the 

the Mansfield use currency was not likely to 

commission. encourage its use into general circula¬ 

tion. The agitation, however, went on and in 1866 
a commission* was appointed to report on the best 
expedient to satisfy the currency demands of the 
increasing commerce and prosperity of the country. 


*The President of this Commission was Sir William Mansfield. 
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recommendations of the Commission were as 
ollows:— 


<SL 


(1) that gold coinf of 15, 10 and 5 rupees respectively would find 

more favour in the eyes of the people than notes of like value; 

(2) that the introduction of gold would facilitate the establish¬ 
ment of the currency notes; 

(3) and that the opinion was almost unanimous that the currency 
should consist of gold, silver and paper. 

In the end they expressed a hope that, with 
such evidence of the general wish of the country 
before them, the Government of India would 
persevere in recommending to the Secretary of 
State the making of gold coin legal tender in India. 

No substantial result, however, came out of 
The attempts end tlle ? e recommendations and the ex¬ 
in failure. periment of the limited introduction 

of gold into circulation was carried on. In 1868 the 
rate for receipt of sovereigns and half-sovereigns was 
raised from Rs. 10 and Rs. 5 toRs. 10-8 and Rs. 5-4 
respectively (as the rate was sometimes below the 
average market value of the sovereign). 

In 18/0 the Indian Coinage Act was passed 
Act of i87o. which consolidated and amended all 
previous legislation. 

(B) 1870-1874, (Gold not legal tender.) 

Beginning even ^ u l occurred during the first two 
failjnthelaiue y ears of this period, but the coming 
of silver. in of the year 1872 brought with it a 

iistinct c^nge in the relative values of gold and 
suver. vv hat were the causes that brought about 
this change ? 

IT he < commission modified the units because they proved that the 
f sovere ign was not correctly determined by the proposal 
ioo4. The real par oi the sovereign was somewhat above Rs. 10. 
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Germany had decided in 1871 to adopt 
standard and abandon the silver standard. 


<SL 

: the 


She now began to import large quantities of 
gold and as a consequence threw out silver coin 
from the country. Her example was followed by 
Denmark, Sweden, Norway and Holland. Con¬ 
sequently the stock of silver coins in the market 
increased considerably. 


But this was not all. Other countries viz. 
France, Belgium, Italy and Switzerland, that had 
joined together into a Bimetallic Union, known as 
the Latin Monetary Union, began to find it difficult 
to keep up the fixed Bimetallic Standard, because 
silver began to take the place of gold in these 
countries. They, therefore, suspended the free 
coinage of silver in 1874 (and silver coin in fact 
became a token coin.) 


These two events brought with them the 
beginning of a fall in the price of silver. 

When these great changes were taking place in 
Gold not legal Europe, yet another attempt was 
standard. made to obtain for India a gold 

currency. In 1872, Sir Richard Temple, the 
Finance Member, put before the Government of 
India a scheme for making gold coin legal tender 
in India. But India was not destined to have this 
privilege. By the middle of 1874, the Government 
of India definitely decided against the recognition 
of gold as a legal standard of value in India. 
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PART II.—The Period 1874-1893. 
(Falling and unstable exchange.) 



Section (-4) 1874-1878. 

Wehave just stated above the causes which made 
Rapid fail In the beginnings of a fall in the P rice ? f 
the price of silver. But this fall became very rapid 
causes~ lts from 1874 and did not stop for nearly 20 
years. There were many causes which combined to 
bring about this rapid fall. For the sake oi con¬ 
venience, we shall divide them into two parts. 

(i) Those on the side of silver. 


(ii) Those on the side of gold. 

Looking to the demand side for silver we find 
(i) Factors that if there was no great reduction 
affecting silver. in its use | jy Europe and America during 

these years at least the fact remained that these 
countries did not want more silver than before. It 
may be granted then that the demand remainea 
nearly the same as before. 

But the supply of silver increased considerably 
and the factors which led to this were the 
following:— 

(а) As stated above most European coun¬ 

tries adopted the gold standard and 
as a consequence large quantities of 
silver coins went to the market. 

(б) and new silver was being steadily pro¬ 

duced in larger and larger quantities. Not 
only were new mines discovered but 
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new inventions simplified the process* 
of Producing silver. This will be seen 


Average annual production of silver. 

« ■ . 

Ounces. 

1876 to 1880 

78.776.000 

1881 to 1885 

90,435,000 

1886 to 1890 

111.213,000 

1890 

133,237,000 

1891 

144.453,000 


(ii) Factors, 
affecting gold. 

(a) 


. *“““ production ot silver from the 

mines was far greater than in any preceding year. 

At the same time gold was appre¬ 
ciating in value— 

In the first place there was an increased 
demand for gold currency in Europe and 
America to meet the requirements of 
the increase in trade. 

(b) and in the second place the production 
of gold in the world declined. 

. Conclusions : T hese, therefore, combined to 
bring about a fall in the general level of gold prices. 
And the conclusion that when all gold prices fell 
the price of silver as a commodity also fell in terms 
of gold, is important. 

*H. Stanley Jevons: Money, Banking and Exchange in India. 
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This rapid fall in the price atjl . 
silver also affected India. 


(1) The first natural consequence was a fall tn 
the rate of exchange. The table shows clearly how 
closely related are the price of silver and the rate ot 
exchange. 


Year. 

Price of Siver. 

Rate of Exchange. 


d. 

s. 

d. 

1871-72 

601 

1 

u 1 - 

8 

1875-76 

4 

1 

n 

1879-80 

51* 

1 

8 

1883-84 

50J 

1 

71 

1887-88 

441 

1 

4 i 

1890-91 

«s 

1 

6~ 

1891-92 

45 

1 

4— 

4 

1892-93 

39 

1 

3 


(2) Besides, the effect on the general level of 
prices in India was quite contrary to those in Europe 
and America. The cheap silver was imported into 
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a in large quantities to liquidate her favourable 
alance of trade. It may be recalled that silver coin 
was unlimited legal tender in India at this time. 
And when this silver entered into circulation as 
.money, the total currency in circulation exceeded 
what was actually needed and it resulted in a rise 
in the general level of prices. 


<SL 


Year, 

Prices. 

1873 

100 

1883 

99 

1884 

107 

1885 

106 

1886 

103 

1887 

104 

1888 

111 

1889 

117 

1890 

117 

1891 

120 

1892 

134 

1893 

129 
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<SL 

(3) The depreciation of the rupee brought the 


rovernment of India in great financial difficulties. 
The Government had yearly to remit a very large 
sum to England in discharge of their gold obligations 
known as the “Home Charges.” At a rate of exchange 
of, say, 2s., to remit every £\ to England would mean 
paying Rs. 10, plus the cost of sending it; but, at 
Is. 3d. to remit £\ would mean paying nearly Rs. 16 
plus the cost of sending it. The great loss arising 
from this operation converted a surplus Budget into 
a deficit Budget. The Total loss estimated was 
great as compared with the revenues of these years. 
We shall consider it when we analyse the report of 
the Herschell Committee (in Section C). 


Section B. (The Remedies) 1878-1892 . 

The continuous fall in the gold price of silver and 
in the rate of exchange resulted in great uncertainties 
in commerce and trade. If the future of prices and 
the rate of exchange could not be foreseen with cer¬ 
tainty by businessmen, it would be very difficult for 
them to know their profits and therefore contracts 
would be curtailed. 

We therefore find that during these four years 
forag'd agitation was started by men and insti • 
cupi’ency. tutions connected with commerce in 
favour of the closing or the Indian Mints to the free 
coinage of silver and for the adoption of a gold 
standard. The economic motive behind this sugges¬ 
tion is very important for the student of Economics 
and we shall deal with it in Section C. 

A scheme for the adoption of a gold currency 
<a) Col. Smith’s was prepared by Colonel J. T. Smith 
who was Master of the Mint at 
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(a) that the free coinage of silver should be suspended but that 
the silver rupee should continue to be legal tender; 


(6) that gold bullion should be received by the Government at 
the mint rate of Rs. 38-14-0 per standard ounce, and coined 
into sovereigns and half-sovereigns (equal to Rs. 10 and Rs. 5 
respectively) which should with rupees be declared legal tender 
but not demandable; 


(c) that the Secretary of state should sell bills in England to such 
an amount from time to time that ultimately the rate would 
rise to 2-s\ And when this was attained gold would flow into 
India for coinage, and gold coins would be made demanda¬ 
ble and silver coins would lose their value as an instrument 
for payments. 


It was not intended that India should have a 
... double standard; for, as soon as the free 

ine objects oi . r , . 

the Scheme. coinage of silver was stopped, it would 
put a limit to its coinage, and the rupee would have 
a token lvalue outside India. Whereas in Bimetal¬ 
lism the great requirement is that there should be 
unlimited free coinage of both metals. 

But a change to the gold standard would be 
made gradually without causing any sudden distur¬ 
bance in the prices of commodities measured in 
silver or gold. And as gold would be attracted to 
India in the course of a few years there would be 
sufficient gold for the introduction of a gold currency 
in the country. 

Besides, by artificially limiting the future supply 
of silver coins, the rupee would be given a monopo¬ 
ly value; that is, it would appreciate in terms of 
commodities. 


Even in the year 1878, aiming at the ultimate 

the Government \ do P tion of the British standard, and 
of India. the extension to India of the use of 
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that d C ° inS ’ the Government of India rep8 d 
^ !3ta!!S*l b n - given the p0W f r to receive Britishl and British 

SSdZ ** s “* S'^KTttSSa? 

(6) simultaneously with this, the seignorage on the coinage of 

the e po'st° U f be ra ‘ Sed t0 SUCh a rate as would virtually make 
the cost of a rupee, to persons importing bullion eaual in 

g^coiLVabo^es'ol'of 0 r " Pee with the 

«^ ( V* result of these suggestions would be that a 
selbacting system would be obtained under which 

rate ^ d be admit r ted for coina g e at ^ fixed gold 
fL f • as 1 - t i e wants of the country required ; while a 

duction S'lrf would be given for the intro" 

50 far as “ was fo “ d 

Thef Tbese P r °P°sals were referred by the Secretary 
proposes? 1 tbe ° f State to a Committee who unani- 
verdict woo mOU ! reported against them. Their 
who in ' . acce Pt e d by the Secretary of State 
one thiiJ nting T t0 Governm ent of India stated, “Of 
still, than to y , Lords are sure »that it is better to sit 
pan’ tocrnH ? ave , recou, L se « under the influence of 
be .o’retold d ni e ?f atthe / es u ult of which cannot 
surjd.” d the effect of whlch ca nnot be mea- 

(„j Attemnta SU< T b attempts failed, the Government of 
at interna- India tried to seek relief in an interna -- 
tam£L B,me - U0nal a g r fe™ent, which might cause a 

thus diminish tU G A m the gold price °f silver and 
from fh lnish the disastrous consequences resulting 
om the continuance of the silver standard. 
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'jf/ It is important to note at this stage that bet¬ 
ween 1867-1892, four great International Monetary 
Conferences were held to solve the currency difficul¬ 
ties of various countries of Europe and America. 


The first Conference was held at Paris in 1867, 
The First which was attended by the representa- 

Conference. tives of 18 principal countries of Europe 
and the United States of America. Every country 
at this time was aiming at securing gold for its 
currency in sufficient quantity and at the cheapest 
price possible. “It was a scramble for gold.” It 
was not, therefore, strange that at this Conference 
it was resolved that “the relation between the value 
of gold and silver should not be established at a 
rate too low to permit the serious introduction of 
gold”, particularly in countries having the silver 
standard. At the same time gold was declared to 
be the only standard suited to international money. 


The decision of this conference gave a clear 
hint that it would not be possible to have a gold 
currency easily established in India. 

A few months before the second conference 
Conferences met * n August, 1878, the United States 
August, 1878 . of America made a strenuous effort in 
the direction of Bimetallism in the country by 
passing what is known as the Bland Allison Act. 
By this act silver which was dethroned as money 
in 1873, was to be restored as a le^al tender money, 
and to do this the Secretary of the Treasury was 
required to purchase and coin each month not less 
than 2 million dollars and not more than 4 million 
worth of silver into standard silver dollars. The 
purchases were made but they were not sufficient to 
raise the price of silver, which continued to fall. 
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/. ence the United States of America took the^ 
m convening this conference and in proposing 


° l ‘ a common ratio between gold and 
thJnco r r e P ur P? se of establishing internationally 
relative. ° turnetallic money, and securing fixity of 
elative value between those two metals. 


cnnf^ 1 the u proposals were not accepted by the 

cmlZ be 7°f USe the interest °f the gold-using 

currZ u 0Ul f HOt all ° W gold t0 be introduced as 

iZZ2 b A S c llver ^f m s countries. To the increas- 
ng demMd f °r g ° ld w ° uid be added the new de _ 

wonlH ; r u° m f Sllver usin S countries; the price of gold 

p-oid usircfr 6 0r< T’. sore an d would embarrass the 
goia-usmg countries. 

Bimetallism 6 faith ° f the Governm ent of India in 

“ d “ D -^er, !897, 

(«) that the bimetallic standard was the best system of currency; 

(b) t belwlL C Frinn b V 0btained ^ y an iQt e«ational agreement 
oetween France, Germany, United States and India; 

(c) tud that the ratio between gold and silver should be 1 : 

<mite^nc^ n ?^ W * S t0 obtain “unquestionable and 
quite incalculable financial benefit.” 

The ^ conference met in July, 1881, and 

ference C ,T ^ ^ at . the instance of France 
i88i. ' y an ,d the United States of America. 

fore nf inf i Pe P ro P osa -i s were the same as be- 
WnntrL International Bimetallism. 19 

her H 1 S ° JO nec * the conference but England sent 
Was nn egat ? OI ^- tbe clear understanding that she 
the re t0 Bl . metalUsm - and that they were sent 

not to vote but to give every information the 
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ference required. Two such delegates repre¬ 
sented the Government of India, “but it was under¬ 
stood that the Government of India were not 
committed to the principle of bimetallic system in 
India.” 


The proposals of the French and American 
Governments for a double standard of value did not 
meet with the approval of the conference, and it 
failed in its object of establishing International 
Bimetallism. 


At the same time the difficulties of the Govern¬ 
ment of India began to increase as the price of silver 
continued to fall, and in 1886 they wrote to the 
Secretary of State that the difficulties could be 
solved by an International agreement. But the 
proposal was negatived. 

In 1886 a Royal Commission known as the 
The gold and Gold and Silver Commission was 
siinT commis ' appointed in England to enquire into 
the recent changes in the relative 
values of the precious metals, owing to the decrease 
in the gold price of silver. The Commission gave 
its report in 1888. Half the members wrote against 
Bimetallism on the ground that the change pro¬ 
posed was tremendous and that the public mind was 
not prepared for it. Of the other half, who wrote 
in favour of Bimetallism, was Sir David Barbour 
who represented India. But owing to this divided 
verdict no action was taken on the report. 

In 1890 the United States seemed to come to 
the help of the silver-using countries 
T Act. Sherm “ indirectly. They passed the Sherman 
Act which required the Government ^ 
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ver. 


[y annually no less than 54 million ounces of 
„ , ’ * he purchases amounted to 35 to 43 ner 

“”'1°/ ' he Grid’s production. This quantity re- 

bS aii- near J y th , ree times that brought under the 
Bland Alhson Act of 1S7S. This artificial demand 

If cfl undoubtedly tended to raise the price 

the W : nf? d i >r0aght J ^ th h rash s P ec ulation on 
f!i taderS and trade between India and 

Sl and became nothing short of a gamble in ex- 
change with all its attendant evils. But the rise in 

anH VertUraedout to be of temporary duration, 
1116 contrary the price began to fall very 

in th^f’ GXpected to faI1 to a lQ wer level 


The Government of India, therefore, made yet 
Ye S! her another effort in 1892 to induce [he 

Silver nnnor , ntlsh Gove rnment to settle the 
made out by an Int f ernational agreement. They 

because shonM ng CaSe f ° r SUch a step bein S taken » 
the Unitprl Q^f an . internatlon al agreement fail, 

repeS he fh ° f ., America mi § ht be forced to 

their artinn , anc * conse <]uences of 

silver. would be disastrous on the price of 


The Poll JUne ’c;l 8 ? 2, tbe President of the Uni ted 
Confcrerce* . a * es of America invited other coun- 

June. 1892.’ tries at a conference at Brussels to 

not bv tho S6ttle the , silver 9 uest ion at this time 
“what melurl ea ?° n ° f Bl L metallism bu t to settle 
use of silver can be taken to increase the 

AlthouahX m the ^ urrency system of nations”, 
called vn? ,.i )ur P 0 ®® tor which the conference was 
it failed du |^ nt ^ rom those of its predecessors, 
° bnd any definite and practical scheme 
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in which a large number of the delegates cou 
agree. At the same time the representatives of the 
United States declared that their Government might 
be disinclined to continue their purchases of silver 
i.e. the Sherman Act might be repealed, and that 
they were determined to protect their stock of 
gold. 

The same month in which the Brussels con- 
Despatch of the ference met, the Government of India 
wrote a despatch in which they em- 
1892. ’ phasized that, if the Brussels confer¬ 

ence would fail, two steps should be taken: 


(1) that the Indian Mints should be closed to the free coinage 
of silver; 

(2) and that arrangements should be made for the introduction of 
a gold standard, (The details of the scheme proposed and 
the reasons on which they were based have been discussed 
by the Herschell Committee to which they were referred. 
We, therefore, defer their consideration to the report of this 
Committee.) 

Section C. (1892-1893.) 


The Herschell Committee’s Report. 


The question referred to the Committee was 
beforethe° n whether, having regard to the grave 
Commutes. difficulties with which the Government 
of India were confronted through the heavy fall in 
gold value of silver, it would be expedient to allow 
the Government to carry into effect the proposals 
which they had made for stopping the free coinage 
of silver, with a view to the introduction of a 
gold standard. 


It would conduce to clearness if the Report is 
divisor?of the studied in the following four parts. 


Report. 
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(i) The first part reviews the present 

future situation of the Government 
of India as regards their revenue and 
expenditure and shows the extent of 
their financial difficulties. 

(ii) The second part estimates the effect 
of a varying and possibly much lower 
exchange upon the commerce and 
people of India. 

(iii) The third part analyses the proposals 

of the Government of India and exa¬ 
mines certain objections raised to 
them. An appeal is also made to the 
policy of other nations in establishing 
fixity of exchange with gold-using 
.countries. 

(iv) The fourth part deals with the modifica¬ 

tions of the proposals of the Govern¬ 
ment of India, states the recommenda¬ 
tions of the Committee and the reasons 
for the conclusions arrived at. 

(A) The key to the whole situation was to be 
W Financial found in the fact that the Govern¬ 
or iheGov- m ent of India had to make remittances 
®t*nmentof annually from India to England to 

ndla " the extent of nearly £ 17 millions 

sterling and the fall in the value of silver,* and with 
it the rupee, meant that more and more rupees 
were required to remit every £ than before. The 
following table shows clearly the extent of the loss 
i ncurred. 


<SL 






^xYear. 

Amount remitted in 
£ 

At rate of 
exchange. 

-^ 

Rupee cost of 
remittance. 

1892-93 

16,532,215 

S. d. 

1 2'985 

Rs. 

26,47,84,150 

1873-74 

to remit the same 
amount. 

1 10-351 

14,26,57,000 


(B) And this additional sacrifice had converted 
a surplus budget into a deficit budget in spite of 
improvement m revenue, and as the whole revenue 
of India in 1892-93 was only R s . 90 crores, the loss 
of that sum was really very serious in those days. 

(C) Nor was this all. A further fall in the price 
of silver was contemplated. “ A review of the 
changes in the price and production of silver which 
have characterised the last 12 years certainly forbids 

heavv fallTn^r 7 COnfidei ? ce that > if a further 
heavy fall in the price of silver were to take place 

it would be, at any point capable of estimation’ 

It he canno°t r ?° Unterac , ted b y diminished production! 

l be re ° a f ded > then, as otherwise than 
within the reasonable bounds of possibility that a 

thrDn°ce th rf Sh ? rnan f ACt m ' ght ]ead to a ’ fal1 in 
the puce of silver of even 6 d. per ounce or 

rX’tfon T sht *> «b£>«5 

2 ?°“ from the level thus reached. Such a fall 

wouid, it may be said with practical certainty 

xeduce the exchange to ..about Is. 0 d, per rupee’ 

Rs d 6 612°0M m TK CeSSi ‘ y f f raisin S at ^ 
Ks. 6,61^,000 more than would be required by the 

Government of India to effect, even at the rate of. 
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nge of Is. 3d. per rupee, a remittance of the 
fount drawn last year (1892-93).”* 


§L 


d fi *P The means available for making up the 
P r Was either increase of taxation or curtail- 
poss’bl ? UbhC expenditure " But was any of these 


(1) First, as to the possibility of increasing 
taxation after passing in review the 
means of taxation which had been in 
use then, the Commission considered 
the new sources of taxation which 
were suggested to them, but they 
came to the conclusion that the 
additional revenue could be got “only in 
a manner opposed to sound principles 
of taxation.” 


(2) Next, on the possibility of reducing ex¬ 
penditure, they wrote, “Although, 
therefore, we feel strongly the neces¬ 
sity for the utmost care in restricting 
expenditure, we are certainly not in 
a position to conclude that any econo¬ 
mies are possible which would enable 
the Indian Government to meet 
successfully the great and growing 
deficit caused by falling exchange.” 

?fect p f ommis si°n tried to prove that the burden 
upon the people of India as a whole 
had not been increased by the fall in 
ex c hapg&»,. ! T4eva l £gum en ts in support 
Oi * * fctrite m e 5^* we re given as 


<J0 Eff Qct of 
faB8 in 

axchange 

the 

poop!© of 

and its 



r ~--—--2® 

50hell Committee Repo 
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estimating the 
India of its 


effect upon the people of 
(a) Effect on lxluia or lcs being necessary to raise 
remittance of an increased number of rupees to meet 

produce. . r 

the sterling remittances of the Govern¬ 
ment of that country, it must be borne in mind that 
the extent of the burden imposed upon the people 
of India by their remittances is measured by the 
quantity of produce which they represent, for it is 
by the export of produce that the debt is in reality 
discharged. In so far as the necessity of exporting 
more produce arises from the circumstance that 
gold prices are lower, the people of India are in the 
same position as those of Australia or any other 
country which has to export produce for the pur¬ 
pose of paying the interest on its gold debt. The 
question to be considered is what effect has the fall 
in exchange upon the amount of produce which 
must be exported to meet a given gold liability ? 
To determine this, the gold price of the produce 
must be assumed to be stationary. When silver 
falls in relation to gold, the greater number of rupees 
which is required to meet a given gold payment will 
noi^ represent a greater quantity of produce than 
before, if the silver price in India of the produce 
exported responds to the changed value of silver in 
relation to gold, i.e., if it has risen or has been pre¬ 
vented from falling. Silver prices must ultimately 
thus respond, although an interval may elapse 
before the correspondence is complete ; and during 
this time, whilst more produce is exported, the 

- \ t) T 
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ryot is getting proportionately less in silver 
his produce.” 


But there was no doubt that the burden had 
T _ been to some extent shifted from one- 

burd/n^rom 0 * c ^ ass to another. (1) The burden of 
another 5 *‘° those w ^° P a 7 a h xe d land revenue 
ler ' under a permanent settlement had 

been lightened; (2) but on the contrary, the in¬ 
creased salt tax would press upon the people at 
large, and would render more heavy the taxation of 
those who have suffered rather than benefited from 
the higher rupee price due to the fall in the gold 
value of silver. 


, 1 « ^ was indeed commonly agreed that trade was 
trade a by b fluctua^ seriously harassed by fluctuations. 
ti ° ns - Any sudden or violent fluctuation 

almost paralysed business for a time. It was how¬ 
ever observed by the Committee that it was not so 
nauch the fall of exchange which was complained 
o > as the fluctuations, whether in one direction or 
another. Some of those who admitted the mischief 
o trade of exchange fluctuation alleged that the 
ex ent of the mischief was not serious, since provi- 

th° n ° n Uld be lar S e] y made against the effect of 
nose fluctuations through the medium of banks; 
u it was clear that traders could not completely 
t S' uarcl themselves in this way and such security 
s they obtained in this respect must be paid for. 

bpon the whole the Committee said “it cannot 
f °nbted that it would be well if commerce were 
. ' S’ 111 the inconveniences of fluctuations which 

" se , from a change in the relation between the 
, w , P . a 'd °f value in India and in countries with 
nich her commerce is transacted.” 
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{d) Alleged 
stimulation 
of exports. 


was said that the tendency of a falling ex¬ 
change was to stimulate exports; that, 
in as much as more silver, i. e., a 
higher silver price was received in 
respect of the same gold price, whilst wages and 
other factors in the cost of production did not 
increase in the same proportion, production became 
very profitable, and was, therefore, stimulated. 


“Assuming this to be true”, said the Committee, 
“the effect of each successive fall must be transitory, 
as can continue only until circumstances have 
brought about the necessary adjustment.” Even 
assuming the proposition that a falling exchange 
stimulated export was true, the examination of the 
statistics of exported produce did not afford any 
substantial support to it. On the contrary, statistics 
proved that export trade had been less with a rapid¬ 
ly falling than with a steady exchange. For 
example, from 1871-72 to 1876-77, the gold value 
of the rupee fell 11 \ percent., but exports were 
actually less in the latter year than in the former, 
and imports increased by 17 per cent. 

It was alleged that “the want of a stable ex- 
(e) Check to change between England and India, 
investments and the fact that it has fallen so 
heavily, has greatly checked the in¬ 
vestment of British Capital in India and the 
■consequent development of the country.” 

But the Committee wrote, “Indeed, uncertainty 
as to the interest which would be received for the 
investment, and as to the diminution which the 
invested capital might suffer if it were desired to 
retransfer it to this country, tends to check British 
investments in India. This is a real evil. But this 
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s'k is due to other causes which are more _ 
tial. Capitalists have been slow to invest in 
any kinds of industrial enterprise, owing to the 
fact that prices are falling, or have fallen, very 
generally. Besides, London is the lending market 
and London thinks in gold. London is ready enough 
to lend upon contracts for repayment in gold, but 
hesitates to enter upon silver transactions, or to 
engage in industrial enterprises in a silver country.” 

It was said that, by making silver the standard, 
(f) India made and keeping the Indian mints open to 

atin“snver reci ' silver > “the Anglo-Indian Govern- 
8slver ' ment have attracted to India that 
depreciating metal, and have thus made India 
purchase, at a comparatively higher cost, an enor¬ 
mous quantity of it, which is now of less value than 
when it was brought.” 

To this the Committee answered, “In this there 
is some truth, but also much exaggeration. It is 
only when and so far as the opening the mints to 
silver has led to the importation and coinage or 
hoarding of useless and now depreciating silver, that 
the free coinage of silver can be considered to have 
inflicted a loss upon India. What this loss amounts 
to cannot be determined, but we are not without 
indications that India is becoming surfeited with 
silver.” 


In a despatch of 21st June, 1892, the Govern. 
0«i) Propo- ment of India expressed their delibe¬ 
rate opinion that, if it became clear 
that the Brussels conference was 
unlikely to arrive at a satisfactory 
conclusion, and if a direct agreement 
between India and the United States 


sails of the 

^OVGPGTi- 
tuept of 
lljdla con¬ 
sidered. 

Pespatch of 21st 
June, 1892. 
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e found to be unattainable, the Governmei 1 
dia should at once close the mints to the free 
coinage of silver and make arrangements for the 
introduction of a gold standard into India. 

Together with these proposals was also despatch¬ 
ed a minute by Sir David Barbour, the 
Finance Member of Council, giving an 
outline of the method he proposed for 
the introduction of a gold standard 
The nature of the plan was as 


Sir David 
Barbour’s plan 
for a gold 
standard. 


into India, 
follows :— 


(1) The first measure would be the stoppage of the free coinage 
of silver. Government would retain the right of purchasing 
silver and coining it into rupees. 

(2) The next measure would be to open the mints to the free 
coinage of gold. A man bringing gold to the mints would be 
entitled to have it coined into gold coins, which would be 
legal tender to any amount. It would be desirable to stop 
the free coinage of silver before opening the mints to the 
free coinage of gold. ” It would be a reliable guide to us in 
subsequent proceedings to know exactly what effect the stop¬ 
page of the free coinage of silver had on the gold value of 
the Rupee.” 

(3) The new gold coins to be a 10-rupee piece and a 20-rupee 
piece. 

(4) The weight and fineness of gold coins would be such that the 
par of exchange between them and the Sovereign would be 
the exchange which it was desired to establish between 
England and India. 

For example, if the Rupee wasto be worth Is. 4 d., the 10-rupee 
coin would contain as much gold as was worth (is 4^.) 
X 10=160 pence. The quantity of fine gold in the 10-rupee 
piece would be 160/240ths or two-thirds of the quantity con¬ 
tained in the sovereign. 

(5) The proposals as to the fixation of the ratio of exchange 
from the silver to the gold standard were as follows :— 

(a) ” We ought not to think of going back to the old ratio of 
1 : 15J. Neither ought we to adopt the very lowest price to 
which silver may have fallen at any time.” 

.(b) “ A ratio based on the average price of silver during a limited 
period before the introduction of the gold standard would 
probably be both the safest and most equitable.” 
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gave 


,§L 


arguments. 


the following reasons in suppor 
his scheme, which are of interest 
to an economic student. He observed 
(1) that, although it was proposed to stop the 
free coinage of silver and to establish a gold 
standard, it was no part of the plan to substitute 
gold for silver as the ordinary currency of the 
country. It was contemplated that, in the vast 
majority of Indian transactions, silver would still 
oe used as a medium of exchange. He referred 
to the example of France and other nations as 
showing that it was possible to have a gold standard, 
though a large percentage of the circulation consisted 
of overvalued silver coins, which were legal tender to 
any amount ; (2) that, in order that the gold 

standard might be effective, a limit must be placed 
on the number of such'-'ccnns, and they must be 
convertible into gold coins with or without the paying 
of a trifling premium. Gold coins would only be 


exchange 


for silver when they were 


■required m 

wanted for hoarding or export or for melting down 
into ornaments; (3) that there was the possibility of 
Sold being brought to the mints to be coined and 
Ppt into circulation or brought for a time and then 
discontinued. This would diminish the amount of 
gold coins required for circulation and enhance the 
; a ue gold coin and bring down the exchange 
aiue of the rupee, i.e ., rate would fall. This would 
mea ] 1 that the rupee was redundant, or, in other 
words, that there were too many silver coins in 
circulation, and that the gold standard was not 
enectively maintained. The remedy in such a case 
would be to contract the rupee currency, and to 
adopt any feasible measures to improve the general 
bnancial position of the country. This then would 
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an effective weapon to control the 


In a telegram of the 22nd January, 1893, the 
Telegram of 22 nd Government made this further state- 
January 1893 . ment regarding their proposals :— 

(1) that English gold coinage shall be legal tender in India, at a 
rate of not less than 13 1/3 rupees for one sovereign, i.e. the 
rate of Is. 0 d. per rupee; 

(2) that power to admit sovereigns as legal tender might be of use 
as ad-interim measure and need not be used except in case of 
necessity. 


Suppose the mints were closed in the first 
instance without adopting a gold 
standard , but coupled with the pro¬ 
vision that the Indian Government 
should have the power of declaring 
English gold coins to be legal tender in 
India, at a rate of Is. 6 d. per rupee: 

(a) What would be its immediate effect on the 
gold value of uncoined silver to the coined rupee ? 

Judging from the following figures it would be 
India’s demand seen that India absorbed nearly the 
for silver. whole of silver imported into it. 


1875-76 to 1892-93 : 

(;yearly average ). 

Total demand of India 
for currency. 

Net imports of silver. 


Rs. 

Rs. 77,00,000 (and more). 

83,28,344 


Besides, the currency demands of India had during 
those years been nearly |, and those of the United 
States more than $, of the whole world’s production. 


Part l 0 
Commis¬ 
sion's con¬ 
sideration 
of these 
proposals. 
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therefore, either the one or the other weri 
teasease, there ought, according to general laws, to 
be a great fall in the value of silver, and if both were 
to cease the fall would be precipitous. 


&L 


The closing of the Indian Mints would, no 

(1) Possible doubt, make it more likely that the 

panic in sHver United States would give up buying 
market. silver, and, if the apprehension of this 

were added to the cessation of the Indian demand, 
the effect might be a panic in the silver market. 
Ultimately, however, the price of silver would settle 
down to the new circumstances of demand and 
supply. 

If the effect of the proposal of the Indian 

(2) Possible rise Government were, sooner or later, to 
m value of gold, cause a demand for gold in India, 
which did not exist then, it might raise the value of 
gold as against all other things, including silver, i.e. 
the gold price of silver might be still further 
diminished. 


Next, as to the effect of simply closing the 
(b) its effect on mints, on the future value of gold 
value of coined price of the rupee. If there were 
already, as there was reason to sup¬ 
pose, a quantity of unused rupees in India, they 
would have to be absorbed before the closing of the 
mints produced an effect on the value of the rupee. 
In that case, there might be some time to wait 
before there was any increase in its value. The 
apprehensions of men concerning the future might 
cause an immediate effect of a serious character, but 
they stated “we cannot venture to say for what 
length of time this would be maintained. Neither 
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-v^we trace the progress of the enhancement 
the value of the rupee, in respect of time or place, 
■which we should expect to follow the closing of the 

mints." 




Certain objections to the proposals of the 

part!l , Government of India were placed 

objections before the Committee. They dis- 

posatscon- cussed these objections at length and 

sidered. refuted them. 


The first objection taken to the scheme was 
. that it would not be practicable to 

i A ele T not t y maintain the rupee, in the manner 
practicable. suggested, on a ratio to gold much 

higher than that of the intrinsic value of the silver 
of which it consisted. 


In order to refute this objection the Committee 
, . „ . gave a survey of the different currency 

? y e Kr P systems of different nations with a 
countries. view to consider what light was 

derived from the currency arrangements of other 
countries. The lesson drawn from a study of these 
systems was that many countries had adopted the 
gold standard and a substantial parity of exchange 
with gold-using countries was maintained by them 
without actually using gold or using very little of it 
in circulation. The methods adopted to maintain 
the parity of exchange were under the following 
conditions :— 


(a) With little or no gold, as in Scandinavia, Holland and 
Canada. 

(b) Without a mint, or gold coinage, as in Canada and the 
Dutch East India. 
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c) With a circulation consisting partly of gold, partly of o\\ 
valued and inconvertible silver, which was legal tender to an. 
unlimited amount, as in France and other countries of the 
Latin Union, in the United States, and also in Germany, 
though there, the proportion of overvalued silver was more 
limited, the mints in all these countries being fully open to 
gold, but not to silver, and in some of them the silver coin¬ 
age having ceased. 


(d) With a system under which the banks part with gold freely 
for export, as in Holland, or refuse it for export, as in France. 

(e) With mints closed against private coinage of both silver and 
gold, and with a currency of inconvertible paper, as had been 
temporarily the case in Austria. 

(f) With a circulation based on gold, but consisting of token 

silver, which, however, was legal tender to an unlimited extent, 
as in the West Indies. 


The general conclusion drawn by the Com- 
The Lesson for mittee was “that it had been found 
lndia - possible to introduce a gold standard 

without a gold circulation ; without a large stock of 
gold currency ; and even without legal convertibi¬ 
lity of an existing silver currency into gold.” 

It was admitted by the Committee that what 
was true of other countries could not necessarily be 
true of India. Even in the case of Holland and its 
East Indian Colonies, which was prima facie very 
much in point, “there are differences which detract 
from its value as a precedent for India.” The 
circumstances of each particular country must be 
studied ; yet, they stated, “the experience derived 
from the currencies of other countries is not without 
value as bearing on the questions we have to 
consider.” 


Nicholson* truly regretted that the Committee 
did not emphasise the fact that in every one of these 
■cases the same general principle was exemplified, 

* Nicholson ; Money and Monetary problems. 
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principle, namely, of limitation , first defini. 

^ iished by Ricardo.—“Any kind of currency can 
maintained at an artificial value, provided only 
that it is strictly limited.” 


We turn now to consider the objections taken 

would-be U to t ^ 10se proposals even assuming that 
inexpedient to they would be effectual to maintain a 
adopt them. stable exchange. 

(a) Supposing the ratio were not to be raised , 
and silver were to fall : 


(1) It was anticipated by some that a serious 
amount of spurious coinage would result. There 
was. the danger of the illegal coinage of silver in 
India, in the native states or in foreign countries; for 
if such were put into circulation, it would be an 
extremely profitable enterprise. 

But the Committee expressed their opinion 
that it was difficult to estimate precisely the real 
extent of the alleged danger, and that, as expensive- 
and specially constructed machinery would be re¬ 
quisite to carry out such operations on an extended 
scale, they doubted whether the danger of India 
being flooded with large amount of spurious coins 
would really be a grave one. 

(2) Next, the effect of closing the mints (on 
the assumption taken above) on the hoards of silver 
coined and uncoined in India itself was to be con¬ 
sidered. 


Coined rupees, of which the hoards chiefly 
consisted, would, they said, be unaffected, except in 
so far as any further fall in their gold value would 
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; but the coined silver and silver 
would cease to be convertible into rupees, 
..ould certainly be depreciated in value. 


(3) Another objection raised was that the 
proposal would, if there should, in future, be a 
divergence between the value of the rupee 
and the market price of silver, have the effect of 
converting the whole of the currency of India 
into a token currency which would not differ in 
principle from an inconvertible paper currency. 


But the Committee stated that one of the 
greatest risks connected with an inconvertible paper 
currency, i. e. the temptation which it afforded to 
the Government unduly to expand the amount in 
circulation, did not exist in the proposals of the 
Indian Government. 


(4) It was also objected that placing power 
in the hands of the Government to expand or 
contract the currency at will, would not make the 
currency automatic. 


But the Committee stated the assumption 
was that the exchange was not to be practically 
raised above the level which then existed. If, how¬ 
ler, the rise in exchange were checked by the re¬ 
ception of gold, as suggested by the Government of 
India, the discretionary power vested in that Govern¬ 
ment would be confined within narrow limits, be¬ 
cause if the rupee were to rise above the fixed ratio 
to such an extent as to cover the expenses of trans¬ 
mission and of coinage, it would become profitable 
to take gold to the Indian mint, or to send sovereigns 
to India, and thus the currency would be made 
automatic on a gold basis. 
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(5) Another serious objection urged was 
ie proposal of the Government were carried 
out, and there should arise a great divergence be¬ 
tween the ratio borne to gold by the rupee and 
by silver respectively, it would seriously affect the 
trade of India with silver-using countries , and 
stimulate in those countries the production of 
commodities which compete with Indian commodi¬ 
ties in the markets of the world and seriously affect 
India. 


This argument will be discussed in parts : 

(i) First as to the effects on the exports of 
India to silver-using countries : The most important 
country in this category was China which took from 
India a large quantity of manufactured commodities. 
It was contended that, if the divergence between 
silver and the rupee became considerable, the 
same silver price would mean a lower rupee price. 
This would mean a great loss to the Indian manu¬ 
facturer, who could not so quickly diminish his 
rupee cost of production. Thus, trade would be less 
profitable and its volume would be diminished. 

But the Committee stated that the Indian pro¬ 
duce imported into China was paid for ultimately 
by goods exported by China to other countries, and 
that, if the gold price of these commodities did not 
fall owing to a fall in the gold value of silver, they 
would realise a higher silver price, and that China 
would thus be able to pay a higher price for the 
Indian imports. 

00 It was further suggested that, if the fall 
of silver should continue to be considerable, it 
would afford a great inducement to promote the 
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cture in China of cotton goods in subs^ 
for those imported from India. 


§L 


But the Committee stated that China was slow 
to move owing to impediments and burdens which 
were imposed upon that country’s industrial enter¬ 
prise. 


(iii) It was further argued that, if a great 
divergence between silver and the rupee took place, 
India would lose her trade in competition with 
silver-using countries in other markets. Thus, if there 
was a great divergence between the value of silver 
and of the rupee, a considerably lower gold 
price would, in China, represent the same amount 
of silver as before, whilst to India it would give 
fewer rupees. The Chinese would be content to 
charge the same silver price as before, but the 
Indian producer must be satisfied with a lower 
rupee price, or perhaps be driven out of the 
rnarket altogether through the stress of competition. 

The Committee granted that in this case the 
Indian producer would suffer a great loss until 
Wages and other elem ents of cost of production had 
adjusted themselves to the new level of prices, and 
that the interval must be considerable before such 
adjustment could be effected, for India’s industrial 
institutions were but little developed. But they con¬ 
cluded that “consideration of the experience derived 
from the study of the history of Indian exports during 
the period characterized by a fall in the gold value 
of silver, leads us to doubt whether the suggested 
advantage is not so much less than those who urge 
the argument suppose.” 
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(b) Supposing the ratio were to be 
ntenally above the present level : 

The suggestion of the Government of India 
was that no ratio should be fixed immediately on 
the closing of the mints. Their proposal to take 
power to declare that English gold coinage shall be 
legal tender in India, at a rate of not less than 
13J rupees to the sovereign, would, if acted upon, 
prevent the exchange from rising to any great extent 
above Is. 6 d. 


But the Committee stated that all the objec¬ 
tions which were considered in (a) were at least equally 
applicable in this case, but the answers were not of 
equal force. 

The dangers of spurious coinage and of depre¬ 
ciation of Indian hoards must increase in proportion 
to the difference between the value of the rupee and 
the market value of silver. 


Besides, trade difficulties due to a rising ex¬ 
change, such as they were then, would, of course, be 
the greater the higher the ratio were taken. 

Moreover, the difficulty of maintaining the in¬ 
convertible token coinage as full legal tender at a 
par value would tend to increase with the difference 
between the legal value of the token coin and the 
metal it contained j but the cases of foreign curren¬ 
cies quoted above showed that difficulties similar to 
those which were apprehended in the case of India 
had been successfully encountered. 
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tions of the 
Proposals 
of the Gov¬ 
ernment of 
Bndia and 
Recomrr.en- 
tlations of 
-the Com¬ 
mittee. 

(1) In 

The possible 
dangers to be 
avoided. 
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f, then, there were admitted objections toSffie^ 
possible proposal of raising the exchange value 
of the rupee to Is. 6 d., what was to 
be the fate of the proposals as a 
whole ? They were undoubtedly to be 
modified, but any modified scheme 
should be such as to remove the vari¬ 
ous risks and inconveniences that 
were likely to arise by the change. 

the first place, the cessation of free 
change would, in all probability, be 
immediately followed by a fall in the 
. price of that metal. If at the same 

ime exchange rose considerably, the divergence 
Detween the rupee and its intrinsic value would be¬ 
come at once marked, and the difficulty of main¬ 
taining the rupee at its higher exchange value mi^ht 
De increased and the apprehensions of disaster would 
be intensified. 

i ^ Moreover, the rise in exchange would be 
calculated to lead to a fall in the price of Indian 
froduce And, if this were seen to follow, and 
ueneved to be caused by the action of the Govern- 

P u . opinion might be disturbed and the 
situation might become critical. 

and Tu eSe ’’ then> were tbe dangers to be'avoided 

„ i 7 e scneme should afford security ; against any 
sudden and considerable rise of exchange 

But what was to be the remedy adopted ? It 
Sws&to * as to be provided that the mints 
coinorr f sho ? ld be closed to the public for the 
m?L° f? Ver ’. but should be used by the Govern- 
1 r tbe coinage of rupees if required by the 
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public in exchange for gold, at a ratio to be fixed in 
the first instance not much above the one prevailing*- 
say, Is . 4cl. the rupee. 


Such 
effects: 


a 


measure would bring the following 


Any fear of considerable rise would thus be 
allayed, and any evil effects of such a rise would be 
prevented. 


Moreover, even if silver fell, the divergence 
between the nominal and the intrinsic^value of t e 

rupee would not be so great as if exchange at the 

same time rose. 


Besides, there would be these additional advan¬ 


tages. 


(a) The currency would not cease to be 
automatic. 


(b) It would be a less violent step 

than closing the mints altogether. 
They would practically remain open 
subject to certain conditions. It would 
be the smallest departure from the 
status quo that could accomplish 
the object. 

(c) Moreover, it would still leave the volume 

of rupee coinage dependent on the 
wants of the people of India, and the 
fact *hat rupees might continue to be 
coined would tend to prevent silver 
falling as much as would be the case, 
if it were supposed that the coinage or 
rupees was to cease altogether. 
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Committee, on these grounds, therefore, 

me^datiar?; made ft e foIlowi ng recommenda- 
of the tions : (1) that the closing of the 

Gorrmiittoe. mints to the free coinage of silver 

runf.pt b “ Se ? by Gove ™ment for the coinage of 

tiled J cha ’f c /<”• gold at a ratio to be then 

S’ ZJ S l ' t* mt ’ ee; < 2 > »d that at the 

saSt?™ t Kr n f e ° ld wmld be received 1“ 
satisfaction of public dues at the same ratio. 


'■ , The following results ensued from 
these recommendations 

(a) The mints were to be closed to the free 
coinage of both silver and gold, be- 
cause by Act of 1870 both silver and 
gold were received at the mints and 
coined, although gold coins were not 
declared legal tender. 

(b) The rupee was made a token coin, since 

its exchange value was kept greater 
than its intrinsic value and a limit was 
put to its coinage. 

(c) Besides, no specific provision was made 

for the introduction of gold standard, 
although it was contemplated to es¬ 
tablish a gold standard in the future 
They expressed the opinion that a 
transition Period was necessary in 
which the rate of exchange would be 
brought upto Is. 4 d. When this was 
achieved a gold standard would be 
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established. That no provision was 
made for future establishment of the 
gold standard was emphasized by 
Lord Farrer and Lord Welby, who 
wrote in a supplementary note, A 
reserve (of gold) should, we contend, 
be provided before the Indian Govern¬ 
ment takes the final step of announc¬ 
ing gold as the standard, coupled 
with the correlative obligation to give 
gold for silver.” 
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Fate of the experiment of closing the Mints 
to the free coinage of gold and silver. 





CHAPTER III. 

History during the years 1893-1900. 
1893-1900. 
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'1 


Section I. 

i 

Act of 1893. 

I 

Closing the Mints 
to gold and silver . 




Section II. 

i 

1893-95. 

I 

Continued fall 
of silver. 
(The causes.) 


Section III. Section IV. 

i i 

1895-1899. Report of Fowler 
Committee and 
Raising the rate Gold 
to Is. 4d. by Currency for 

Contraction of India . 
Currency. 



SECTION I—Closing the Mints to the Free Coinage 
of Silver and Gold. 

The recommendations of the Herschell Com- 
The coinage Act mittee were accepted and Act VIII 
of 1893. e of 1893 was passed on 26th June of 

the same year by which the mints were closed to the 
free coinage of both gold and silver , Government 
retaining the right to coin silver rupees on its own 
account. Three notifications were also issued at 
the same time by which (1) gold coins and gold 
bullion were to be received at the Mints in exchange 
for rupees at the rate of 7*53344 grains troy of fine 
gold for one rupee, ( i . e., Is. 4 d. per rupee); (2) sove¬ 
reigns and half-sovereigns were to be received in 
payment of sums due to Government at the equi¬ 
valent of Rs. 15 and Rs. 7-8 as. respectively ; (3) 
currency notes were to be issued in exchange for 
gold coin or bullion at the same rate. 
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legislation manifestly presented certai 
defects which may be called inherent. 



Whilst the Government of India was bound to 
receive gold coins and gold bullion in exchange for 
rupees, it had no obligation to give gold in exchange 
l0r . rupees. The obligation on the Government to 
com silver rupees when the exchange was at Is. 4 d., 
did not itself carry with it a corresponding obliga¬ 
tion on the Government to give gold for rupees. 
This was its imperfection. Sir David Barbour him¬ 
self held that, eventually, if the scheme were to be 
successful, gold when required must be given for the 
rupee, either with a premium or at a small premium. 

It is of course obvious that a great country like 
India, if she undertakes a token currency, is under 
an obligation to maintain, its value, and that she 
ought to discharge that obligation by making it 
reasonably certain that, where gold is needed in 
exchange for rupees, it will be possible to obtain it 
at a fixed ratio*”. In short, without this correspond¬ 
ing obligation to give gold for rupees, it was ques¬ 
tionable whether this gigantic token currency would 
e kept at par value for all times. 


Suppose during a particular year the balance of 
iade became unfavourable to India owing to cir¬ 
cumstances, such as a failure of monsoon. The 
exchange would, therefore, tend to fall. An unfavour¬ 
able trade balance suggests that more money is to 
e paid to foreign countries than is to be received 
tom them. In this case, therefore, the best method 
°* keeping exchange at parity is to give gold to 


£ epo ^ Farrer and Lord Welby wrote in a supplementary note 
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tan debtors in exchange for rupees, t<! 
Exported to foreign countries. The result would be 
automatic; rupees would be reduced in quantity 
in circulation and the amount of gold in circulation 
would increase, i. e. less rupees would exchange 
with more gold than before in circulation , the ex¬ 
change value of the rupee would thus tend to be 
kept up to the original level. Besides, this would 
be a natural course for correcting the exchanges. 


But in the system such a natural course was 
not provided for. The absence of gold to be made 
available for debtors was the great weakness of this 
system. 


SECTION II—Continued Fall of Silver during 
1893 - 95 . 


The object aimed at by the closure of the 
mints was to give the rupee an artificially high value 
by making its supply scarcer relative to the demand 1 
for it. 

But in the beginning circumstances were against 
such an artificial scarcity being created. 

In the first place, there was already a great 
Causes of fail volume of rupees in circulation and 
of silver. th e increasing imports of silver into 

India, led, during the year 1893, to large issue 
of rupees from the Mints and the total amount 
of rupees was sufficient to meet the requirements of 
the next few years.* 

Besides, on November 1st, 1893, America sus¬ 
pended the silver purchase clause of the Sherman Act, 

•Findlay Shirr as: Indian Finance and Banking , page 144 . 





MINlSr^ 


49 



Sl 


the artificial demand tor silver was cut 
a'rice of silver fell in consequence, and “no less 
ran 37 per cent, of the world’s annual production 
was dumped on the market.” 


Then, during the months July 1893 to February 
1894, in order to liquidate the favourable balance of 
trade, heavy imports of silver into India took place. 

The rate fixed by the Act for the sale of Coun¬ 
cil Bills was Is. Ad. per rupee. But at this time 
the Secretary of State sold the Bills at the market 
rate which was much below Is. 4d. This led the 
people to believe that the Government could not 
raise the rate of exchange and caused great incon¬ 
venience. It was, therefore, decided by the Secre¬ 
tary of State that, to allay fears, the Bills would be 
sold at the minimum rate of Is. 3%d. per rupee, 
which was higher than the market rate then existing. 
The debtors in England would not, therefore, buy 
the Bills and preferred as an alternative to remit 
silver to India. This, then, led to a considerable 
import of silver. 


All these causes combined together to bring 
about a fall in the rate of exchange. The following 
hgures show the extent of the fall of silver and of 

exchange. 


Year. 

Intrinsic value of rupee 
as silver bullion. 

Average exchange value 
of rupees. 



s. 

d. 


d. 


1892 

1 

n 

1 

3.1 


1893 

1 

1 5/8 

1 

3 1/8 


4 
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(Taken from Jevons : Money, Banking and Exchange in 
India.) 

SECTION III—Contraction of Currency and raising 
Exchange to Is. 4d. 

We now reach the period during which the rate 
why exchange 0 f exchange was steadily raised until 
contmnedto it ^ached Is. 4 d., the prescribed limit, 

but as the figures in the above table show, it was not 
till 1899, that this was done. The relative scarcity 
of the supply of rupees, as compared to the demand 
for them, could not be clearly felt until 1899 and this 
was due to various circumstances. 

The years 1896 to 1898 were bad years for 
India. The country was in the grip of famine and 
plague, and her production of food-stuffs and 
materials was reduced and with it their exports to 
foreign countries. 
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the same time, the foreign demand for In&ll^ 
products fell, as most European countries were 
experiencing a severe depression of trade. India 
could not, therefore, enjoy her usual favourable 
balance of trade. 


But with recovery in trade the exchange was 
Contraction of raised to Is. 4 d. by the instrument of 
currency. contraction of currency. That the 

volume of currency was contracted during this 
period is proved from the following facts :— 

(1) In the first place, there was a decided 
increase in the volume of business at 
the same time the active rupee circu¬ 
lation actually decreased* * 

(2) Whether contraction of currency took 
place or not could also be evinced 
from the discount rates charged by 
banks to their customers. If the rate 
charged by banks for demand loans 
rises, it indicates that demand for 
money is greater than its supply, i.e. t 
stringency exists in the money market. 
Since the average discount rates of 
the Presidency Banks during 1898, 
rose to 8 per cent, as against 4 per 
cent, in 1893, it indicated that con¬ 
traction of currency must have taken 

place. 

167} ^ r ' Findla y Shirras in his Indian Finance and Banking (pages 161— 

*893) P m eS t ^ 1 ^ S conclusivel y- shows that in 1900 (as compared with 

Cent ti at same time that the volume of business increased 39 per 
“(2) e 1 . vo ^ ume °f active circulation decreased by nearly 4 per cent, and 
it g, Ven ** the total circulation of rupees, notes and cheques is considered, 
^ increase of about 21 per cent, as against the increase in busi- 
3 oi 39 per cent. 




misTfy 



52 

(3) If the general level of prices 

would show that contraction of cur¬ 
rency must have taken place, i.e., if 
less rupees exchange with the same 
number of commodities or more com¬ 
modities than before, the purchasing 
power of the rupee would be raised, 
or there would be a fall in the general 
level of prices. The Statistics of 
prices during this period indicate that 
contraction of currency must have 
taken place. 



Year. 

- - 

Index Number. 

Average of 1868-76. 

100 

1893 

125 

1894 

119 

1895 

116 

1896 

127 

1897 

149 

1898 

122 

1899 

117 


(Taken from Wadia and Joshi: Money and the Money 
Market of India.) 

Had the monsoon not failed during 1896 the 
fall in prices would have been continuous. 
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1898 an Act was passed to give elasticity 
cjoid Note the currency. It authorised the issue 

c ' . 98 ' at the same rate of notes in India 

agatnst gold deposited in London with the Secretary 
of State and earmarked at the Bank of England as 
part of the Paper Currency Reserve, 

SECTION IV—Report of the Fowler Committee. 

We have seen above that the Government of 
Government of India had to wait for five years before 
of Maf ?i S ROR tch ex °hange could be raised to Is. 

4 d. t and when in the beginning of 1898 
the rate seemed to reach the stipulated limit, they 
^nought that it was desirable in the interests of the 
^>tate and of mercantile community , which had 
suffered so long from evils of an unstable exchange, 
to terminate the period of transition without 
nrther delay. They, therefore, sent a despatch in 
larch 1898 to the Secretary of State, details of 
which we shall presently consider. The Secretary of 
tate appointed in April, 1898, a Committee presided 
oyer by Sir Henry Fowler to consider the proposals 
°t the Government of India, and various schemes 
Put forward by individuals, and to make their own 
recommendations for the establishment of a satisfac¬ 
tory system of currency in India. In July, 1898, the 
gave its report. A study of their report 
v nl be made into convenient parts. 

PART I—Consideration of the Indian Government’s 
Proposals. 

In their despatch of March 1898, the Govern- 


Proposals of the 
Government of 


ment of India emphasized the import¬ 
ance of terminating the period of 
transition without delay. But in 
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er to achieve this purpose, they proposed 
follows:— 


& 


fa) The first step proposed was to take powers to borrow sums not 
' exceeding £2 crores in England and to remit to India J off 
this amount in sovereigns to form the first instalment ot a 
gold reserve to be established for the future establishment ot 
the cold standard. 


(b) Then nearly Rs. 2-40 crores , the estimated redundant amount, 
were to be withdrawn from circulation and were to be melted 
down to raise the gold value of the rupee. 


(c) And the silver bullion obtained by melting down these rupees 
was to be sold off for gold which would be an addition to the 
gold reserve. 


These measures, in short, were suggested to keep 
the exchange value of the rupee at a steady level of 
16 d. Thus, if exchange fell below 16 d. t the 
Government of India would adopt the following 
procedure First take rupees from its balances, 
melt them down, sell the bullion for other rupees in 
India, pay these other rupees into its balances, and 
the loss incurred by this process would be made good 
with part of the borrowed gold. 


As a result, it was anticipated that by the auto¬ 
matic operations of trade, gold would flow into India 
and remain in circulation. But they wrote, * until the 
exchange value of the rupee was established at 16dl 
and sovereigns became, to some extent however smail, 
a permanent part of the circulation, it was not the 
Government’s intention to part with any of the gold 
in their possession. Meantime, gold was not to be 
wade legal tender in India, though the Government 
looked forward to this as a future goal.” 


The proposals were based on the belief that the 

„ ... rise in the exchange value of the rupee, 

refcfedX 6 subsequent to the year 1894-95, was 
proposals. d ue to a contraction of the currency 



to the demands of trade, and that the cai 
continue to operate so long as the Indian 
Mints were closed to silver. 



The Committee pronounced its opinion against 
this belief. They stated, “it is not certain that there 
has been any contraction of Indian Currency which 
has naturally affected the exchange, though it may 
not unreasonably be inferred that there must have 
been some contraction, and that such contraction had 
some influence on the exchange value of the rupee. 
On the other hand, there are causes other than con¬ 
traction of currency.” 


They pointed out that since the mints were 
closed, there had been large borrowings on Indian 
account, and there had been in some years large 
reductions below the normal amount in the public 
remittances from India, while fluctuations had been 
experienced in the foreign trade of India, due to 
various causes. All these causes, they said, must at 
different times have affected the exchange either 
favourably or unfavourably. Besides, the reduction 
in the imports of silver due to the closing of the 
mints must have had a favourable effect on the 
Indian exchange. 


In face of these facts, therefore, the Committee 
refused to accept that the rise in exchange was due 
mainly or wholly to contraction of currency, and that 
it was not safe to base action of so drastic a character 
on the assumption. 


. Besides, they stated : “ though we accept in 
principle the proposition that a reduction in the 
number of rupees tends to increase the value of the 
rupees, we are not prepared to admit that such effect 
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st necessarily be direct and immediate, nor 
we satisfied that such reduction, carried out on a 
large scale and within a limited period, might not 
aggravate, if it did not produce, a period of stringency 
in the Indian money market.” That such a stringency 
would be created was also emphasized by the com¬ 
mercial classes of India. Therefore, the proposals 
would not inspire confidence into them. 


In their proposals the Government of India 
showed great anxiety to terminate the period of 
transition without further delay. They described 
this transition stage as the stage of distrust, which 
would be passed the moment exchange reached 16 d. 
per rupee. 

But, since they wrote in March, 1898, there had 
been a marked impovement in the position. The 
exchange was steady at or about Is. Ad., the draw¬ 
ings of the Secretary of State had been unusually 
large, and a substantial sum of over £2,370,000 in 
gold had been brought to the Indian Treasury, i. e. 
the stage of distrust, which had interfered with the 
actual realisation of a rate of \6d., had been already 
passed. 

On these grounds, therefore, the proposals were 
rejected by the Committee. 


PART II—Should the Mints be re-opened to 
Silver ? 


Various persons had represented to the Govern¬ 
ment of India that the Indian Mints should be 
re-opened to the unrestricted coinage of silver either 
immediately or gradually, i. e. India should have 
Silver Monometallism. The Government of India, 
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r part, pronounced their opinion against it, 
the Committee to consider the question 


§L 


The T he arguments in favour of re-opening the 
^uggested7n nts mints brought forward by its supporters 

favour of W6f6 •—• 

reopening Mints. 


T a- a - *^at t ^ le s y stem °f closed'mints handicapped 
India in her industrial competition with countries 
on a silver standard ; 


tb) that “a low Rupee and a low exchange” 
would encourage the export trade on which India’s 
P in S £ erity depended and that an “arbitrarily enhanc¬ 
ed Rupee discouraged exports. 

This aspect of the question was considered by 

The Committee Lord He rschell’s Committee which 
refuted them. " bad expressed its opinion that “even if 
we assume the argument as to a 
s iniulus or check to production to be sound, the 
cnect of each successive fall in exchance must be 
ransitory and could only continue until circum- 

s ances have brought about the inevitable adjust¬ 
ment.” 


i A ” this °P™ on > the Fowler Committee concur- 
. The Herschell Committee had examined the 
statistics of Indian exports for a series of years, and 
ad concluded that, far from the export trade having 
i 6 j 11 encou raged by a falling exchange, its progress 
ad been less with a rapidly falling than with a 
sead y exchange. The Fowler Committee, too, were 
unable to find any statistical support for the theory 
^ at exports are largely and permanently stimulated 
. y a Depreciation of the standard of value, resulting 
ln a mh in exchange, and they concluded that the 
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tistics of the Indian export trade since 1893 were 
no good guide in deciding this question, for their 
value for this purpose was much diminished by the 
special disturbing influences to which that trade, 
had been subjected since that date. 


Besides, the Committee recognised that fluc¬ 
tuation of exchange constituted an obstacle to inter¬ 
national trade, and wrote, “since over four-fifths 
of India's seaborne foreign trade is with gold- 
standard- countries, it follows that the balance of 
advantage is heavily in favour of stability of 
exchange with gold standard countries ; and accord¬ 
ingly, considered by itself, the instability of exchange 
which must be anticipated from re-opening the 
Indian Mints to silver, is a powerful argument 
against taking the step”. They emphasized that it 
was not in the permanent interests of India/that her 
foreign commerce, over 80 per cent, of which was 
with gold standard countries, should be hampered, 
by the restoration of silver monometallism. 

In view of these considerations, the Committee 
concurred with the Government of India in their 
decision not to revert to the silver standard. 

PART III—The Principle of a Gold Standard. 

The practical alternative to silver monometal¬ 
lism was a gold standard, i.e., gold as the measure 
of value in India, either with a gold currency or with 
a gold reserve, and the Committee laid down certain 
advantages which India was to derive by adopting 
gold as the measure of value. 
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In the first place, they referred to the 
Vantages to that over four-fifths of the foreign. 
India °f a gold trade of India was with gold standard 
countries, and that for the same- 
reason it was desirable that India should have the 
same measure of value as those countries. Regard 
being had to the supremacy of gold in international 
commerce, the change to a gold basis would facili¬ 
tate interchange of commodities. This advantage 
was represented before the Committee by Professor 
Marshall as “like a movement towards bringing the 
railway gauge on the side branches of the world’s 
railways into unison with the main lines”. 


(b) A further and certainly not a less important 
consideration pointed out for a country like India 
was that an established gold standard was the sim¬ 
plest and most effective means of attracting capital. 
The need for foreign capital was indisputable, and 
this need was partly of a temporary and partly of a 
permanent character. For climatic reasons, India 
has been essentially a country of seasonal trade; she 
has had a busy season and a dull season. From this 
seasonal character, it followed that the demand for 
money has been much greater for one part of the 
year than for another. In the busy season, there has 
been a brisk demand for money for temporary ad¬ 
vances to move crops ; in the dull season money has 
een in little demand. This led to great seasonal 
variations in discount rates and to great stringency 
during the busy season. 

In order, therefore, to diminish the risk to Indian 
commerce of a recurrence of such stringency, and in. 
order to reduce the average rate charged for the 
°cal use of money, they recommended that the. 
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ndest policy was to attract capital to India /Mi: 
e gold standard countries which had capital to 
lend, and this could best be achieved by a gold 
standard and a stable exchange. 

Besides, in order to develop and reap the bene¬ 
fit of her natural resources, India required, and must 
long continue to require, foreign capital. Such 
capital could only be drawn from the gold standard 
countries, and the capital of these countries could 
only be attracted by a moderate rate of interest or 
profit on condition, that the investor was satisfied, that 
there was not likely to be a fall in the sterling ex¬ 
change. 

The next question to be solved by the Commit- 
was accumuia- tee was whether it would be practicable 
twncf sufficient tQ have su fft c i ent g 0 id f or the establish- 

possibie ? ment of a gold standard. The Govern¬ 
ment of India pointed out that it was extremely 
unlikely to accumulate sufficient gold for the purpose, 
but the Committee proved by statistics that it was 
otherwise. At this time, when they considered the 
question, the amount of gold in the Paper Currency 
Reserve was £ 2,378,609 which was considered as a 
substantial addition to the Indian currency. Besides, 
by the sale of Council Bills the Government of India 
was able to remit, without disturbing the money 
market, nearly £18,712,454 worth gold to the 
Secretary of State. 


If such results could be secured in the face of 
mistrust, it was argued that even greater success 
might be expected in the future with the growth of 
confidence. The question, therefore, arose: Should 
the status quo be allowed to continue until events 
forced the Government to take action ? i he 
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littee declared itself against the status quo. 
matters as they were, specially after the 
overnment of India had formulated proposals to 
CU ur^ ^ transition period and had aroused 
public opinion on them, would be to create addi¬ 
tional uncertainty and withdrawal of confidence in 
Indian monetary future. 


, O n these grounds the Committee recommended 
me effective establishment of a gold standard. 


PAR 1 IV—Should there be a Cold Standard 
without a Gold Currency ? 

The Committee then considered two schemes 
which were proposed for establishing a gold standard 
without a gold currency. 

Mr. Lesley Probyn laid great stress upon the 
(i) Mv. hoarding habits of the natives of 

Probin’ India ; and in view of the direct 

Scheme? encouragement which a gold currency 
might give to the hoarding of gold, he 
represented before the Committee that, “if gold 
coins were passed into currency, it would be at first 

1<e P ou i'ing water into a sieve”. He accordingly 
proposed :—■ 

(*) to issue such notes only in exchange for gold ; 

(ii) to institute a separate issue of gold notes of the denomina¬ 
tion of Rs. 10,000 ; 

(iii) to make them payable (at the option of the holder) either 
in rupees or in gold ; 

(iv) to make it optional to the currency department, when gold 
is demanded, to pay either in sovereigns or in gold bars of not 
less than £6 7. 

(v) to issue notes of smaller denominations as usual, but these 
were to be redeemable in silver rupees only. 
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By this scheme it was hoped that gold - 

ue attracted to India, and that a gold reserve would 
be gradually accumulated which would be strong 
enough to allow the Government to undertake 
ultimately the universal convertibility into gold of 
all rupees and rupee-notes, when presented in parcels 
of not less than Rs. 10,000. Under this scheme the 
cold standard would be left to automatic agencies to 
establish, and its establishment would coincide with 
an ultimate undertaking to exchange rupee currency 
for gold bars of high value. 


The Committee Xhe Committee pronounced its 

scheme d the opinion against this scheme. 

In the first place, as regards _ the hoarding 
difficulty in India, they were not satisfied that the 
danger therefrom was so great as was suggested. 
Even under silver monometallism India imported and 
absorbed gold and would be expected to do so in the 
future, no matter what her system of currency . In 
a strongly conservative country like India, no sudden 
changes were to be expected in the habits and 
customs of the people, particularly as regards 
currency and hoarding. And, until gold had penetrat¬ 
ed into general circulation (so far as the relatively 
small transactions of India permitted), there would 
be no materially increased temptation to the people 
to hoard gold instead of silver. 

Moreover, the introduction of a gold currency 
into India was not to be an untried experiment. 
Gold coins were in common circulation in India 
even before 1835 and formed the principal currency 
of various parts of the country. “If hoarding they 
-wrote, “did not render a gold circulation an impos¬ 
sibility in the past, we look for no such result m the 
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, re * hoarding habit , in short, did not present 

practical difficulties as to justify a Permanent 

$(ZL t-O fi.LLn'roi T 41 ri i sr -fs\ _ 7 i •• 
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Lindsay’s 
Scheme 
(The Gold 
Exchange 
Standard.) 

Its chief aim. 


/; /0/r 7 , 77 y 7 . ™ jmwyy u> 'jjvnrujmm 

fusai to allow India to possess a gold currency .” 

tiAn,? eSld ? whil r e bullion was an admitted interna- 
t i ' C p ule dium of exchange, there was, according to 

pr£«f r ° m ? lttee * n ° P r ? cedent for its permanent 
arrnrri° n -+-u r P ar P os ® s °f internal currency, nor did it 
-r jith either .European or Indian usage that 

hanH aUC !r d metaI • shouId not P ass from hand to 
nand. in the convenient form of current coin. 

Mr. A. M. Lindsay, Deputy Secretary of the 
<2) Mr. a. m. .nk of Bengal, suggested a scheme 
of currency which would do away with 
a gold currency. His chief aim was 
to propose such a scheme that, 
when it was found necessary to pre- 
, . . vent the rupee from rising above 

specie-point, the rupee currency could be expanded ; 
and when it was found necessary to permit the rupee 
nom falling below specie-point , the rupee currency 
ou be contracted . In short, the system was to 
e automatlc in order to keep exchange steady. 

ha.ve already seen that the Act of 1893 
i'ia e provision for preventing the rupee from rising 

0ve by making it binding on the Govern- 

nient to give rupees in exchange for gold or gold 
overeigns; but that no provision was made to 
P event exchange from falling below Specie-point. 
r' T !f 1 f. sa y >s aim was to remove this deficiency by 
. m P e ™ng the Government of India to give 
e> ln ‘£ {and not gold) in exchange for rupees. 


‘ oan n °t exceeding £10,000,000 was to bs raised iu London 
1 he essentials anc * 4 he amount was to be kept as a ^old standard 

the Scheme. reserve in an office called the London Gold Standard 

Office. 
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(;) The Government of India would sell to applicants in 

sterling drafts on London for not less than ^1,000 at the 
rate of Is. 3 3/4 d, per rupee, and these were to be paid from 
the reserve located in London. 


(3) On the other hand, the London office would sell to applicants 
in London rupee drafts on the Indian offices for not less than* 
Rs. 15,000 at the rate of Is. 41/1 6d. per rupee, and these were* 
to be paid in rupees at Calcutta and Bombay. 

\ (4) If an excess of rupees accumulated as the result of selling drafts 
(i.e. if the reserve in London were depleted) the excess would, 
be sold as bullion and the proceeds to be credited to the 
reserve in London ; if, however, the stock of rupees were 
insufficient in India, silver would be purchased out of the* 
London reserve and sent to India to be coined in rupees. 


Thus, if at a particular time contraction of 
currency was found to be necessary to keep exchange 
steady, sterling drafts would be sold in India for 
rupees, and rupee currency would be consequently 
withdrawn from circulation ; if, on the contrary, 
expansion of currency was necessary rupee drafts 
would be sold in London which would be paid for 
in rupees in India, so that rupee circulation would 
be increased. 


It may be noted that rupees were to continue 
to form the circulating medium in India, gold not 
being admitted to legal tender. 


The Fowler 
Committee 
rejected the 
Scheme. 


The Fowler Committee rejected this scheme 
more or less on the same ground as 
Mr. Probyn’s bullion scheme. “It is 
evident,” they wrote, “that the argu¬ 
ments which tell against the permanent 
adoption of Mr. Probyn’s bullion scheme and in 
favour of a gold currency for India, tell more strong¬ 
ly against Mr. Lindsay’s ingenious scheme for what 
has been termed “an exchange standard .” 1 he 

Committee were impressed by the evidence of Lord 
Rothschild and others, that any system without a 
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currency would be looked upon 
face of this expression of opinion they 



(1) that the adoption of Mr. Lindsay’s scheme 
would check that flow of capital to India upon 
which her ecnomic future so greatly depended; 


(2) that, if any system were to be permanent, it 
would base India’s gold standard for all time on a 
few millions of gold (or rather command over gold) 
in London, with a liability to pay out gold in London,, 
in exchange for rupees received in India, to an inde¬ 
finite extent. 


This was the main reason which made the 
Government of India* reject the scheme and the 
Committee found full justification for their decision. 


PART V —Recommendations of the Committee. 

We have now to consider the recommendations 
of the Committee. 

Their most important recommendation was that 
(A) Gold the British Sovereign should be made a 
SSKK ^ e 8 a i tender and a current coin in India. 

They considered that, at the same time, 

We ,, ar S ume uts against the scheme were stated by Sir James 

<s ana, tne Finance Member, who in a minute to the despatch of the 
. ° v ®F ni] ?. ent °* * nc *i a wrote: (l) that a gold reserve intended to support the 
in iGcluction and maintenance of a gold standard in any country ought to 
^ ikrV* n country, if it is to produce its full effect in the way of 

establishing the confidence which is almost indispensable to the success of 
the measure. If the Indian gold reserve is located in London and the 
public believe that it may at any time vanish in supplying the requirements 
°i ./ \° r Secretar y °f State, confidence will bardly be establish- 

; (2) that the scheme did not provide for sufficient control over the 

exchange. 

5 
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Indian-Mints 
restricted * coinage 


should be thrown open to 


<SL 
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„ of gold on terms and conditions 
such as governed the three Australian Branches of 
the Royal Mint. The result would be that, under 
identical conditions, the sovereign would be coined 
and would circulate both in England and in India. 


Thus, the Sovereign was to be the standard 
•coin of India. ‘‘Looking forward as we do to the 
effective establishment in India of a gold standard 
and currency based on the principles of the free in¬ 
flow and outflow of gold, we recommend these 
measures for adoption.” 


But under an effective gold standard the rupee 
(B)CoDivce'ti- would become a token coin, subsidiary 

Hu it: ee 0f the t0 the soverei S n - I n principle the exis¬ 
tence of token coins postulates that 
they should be limited legal tender. 

But in the case of the rupees the Committee 
decided that conditions then prevailing in India did 
not warrant the imposition of a limit i. e. they were 
to be left unlimited legal tender. What was the reason 
on which they based their decision ? They stated 
that, if there were a limit placed on the total issue of 
rupees in circulation, it would make the rupee per¬ 
manently exchangeable for gold at a fixed rate, 
and consequently there would be no necessity of 
making the rupee limited legal tender. The experi¬ 
ence which had been gained since the closing of the 
Indian mints to the free coinage of silver supported 
the belief that this result could be attained. 

They quoted two principal instances of countries 
with a gold standard and currency, which admitted 
silver coins to unlimited legal tender. These countries 
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France and the United States of Amew, 
did it successfully by keeping their mints 
** *> . t ^ le free coinage of silver. The special 
lmcuity m the case of India was one of degree and 
not of principle. 


• They, therefore, thought that keeping the Indian 
ints closed to the free coinage of silver was an 
? eQ u &te restriction, and that it made it unnecessary 
0 put any limit on the amount for which tokens 
were a tender by law. 


(1) Such being the case, they recommended that 
the Government of India should not be bound by 
aw o give gold in exchange for rupees for internal 
P P? sc ^ c °uuse such an obligation would impose 
e ,. G ° Vernment a liabilit y to fin d gold at a 
S i n r 0tl< l e t0 an am ount which could not be 
u „ e • e £ ore fif nd > and this would necessitate 
borrowing of gold at a heavy sacrifice. 


uspoH m Ut they recommen ded that as the principal 
use ot gold reserve was that it should be freely avail- 

brL. i° reig ? 1 remitta ^es when the exchange fell 
make ?£ CCle '£° mt ’. the Government of India should 
nece^sitv S ° ^ available for such a purpose, when a 

necessity arose for its export. 


give th ® government should continue to 

coined until SL S ° d ’ but fresh ru P ees should not be 
was fonnri ' S P r °portion of gold in the currency 
o exceed the requirements of the public. 

making ^ nd ’ * n , ?yder to have sufficient gold for 
recnmmo . a Y ai a-ble to the public for export, they 
Wrote “\A/ ded i tbe ^ orma tion of a gold resrve . They 
* VVg aJso recommend that any profit on the 
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y r Jge of rupees should not be credited tc_ 

’enue or held as a portion of the ordinary balance 
of the Government of India, btd should be kept in 
gold as a special reserve entirely apart from Paper 
Currency Reserve and the ordinary Treasury 
balances”. 


But what was to be the fixed relation which, 
(O The under a gold standard for India, the 

sterling rupee was to bear to the Sovereign ? 

Rui^e? r the Committee, excepting two of its 
members*, recommended that the ratio 
should be Is. 4 d. per rupee on the following chief 
grounds:— 

(i) that it was the rate then prevailing and that 
the continuance of existing arrangements, under 
which no fresh rupees were coined except in ex¬ 
change for gold at a fixed rate, must tend more and 
more to establish the exchange at that rate ; 

(ii) that in 1898-99 at 16 d. rate of exchange, 
as we have pointed out, an enormous volume of 
export trade was achieved without monetary 
stringency and a sufficient gold reserve was accumu¬ 
lated ; 

(iii) that prices in India might be assumed to 
have adjusted themselves to 16 d. rate and that 
there was no sufficient reason for altering the existing 
relations of prices and the essential conditions of 
contracts expressed in Indian currency. 

Thus, they concluded that experience gained 
since 1893, and particularly that of the eighteen 
months before writing the report, appeared to them 

T w n ou ^ ^ 1C e * e . ven niembers of the Committee, Messrs. Robert 
Campbell and John Muir, recommended the Is. per rupee rate. 
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stify the anticipation that the Is. 4 d. per 
rupee rate possessed elements of permanent stability 
and would be maintained in the future. 
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Synopsis of the Recommendations:_ 

following ma * n recommendations of the Fowler Committee were the 

(*) that the British Sovereign should be made a legal tender 
and a current coin in India and that Indian Mints should 
be thrown open to the unrestricted coinage of gold. Their 
real object was the effective establishment in India of a 
gold standard and currency based on the principles of the 
f ree tnflow and outflow of gold; 

(b) that Government should continue to give rupees for gold but 
fresh rupees should not be coined until the proportion of the 
gold in the currency is found to exceed the requirements 
of the public; 

(c) that any profit on the coinage of rupees should not be credited 
to the revenue or held as a portion of the ordinary balance of 
the Government of India but should be kept in Gold as a 
special reserve entirely apart from the Paper Currency Reserve 
and ordinary Treasury balance ; 

(d) that when Government has accumulated a sufficient gold 
reserve and so long as gold is available in its Treasury, it 
might discharge its obligations in India in gold instead of 
rupees ; 

(e) that the relation of the sovereign to the rupee should be 7s. 
4d. per rupee ; 

(f) that the rupee , although made a token coin, should be kept 
unlimited legal tender . 
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CHAPTER IV. 


Pre-War Period (A)—1900-1907. 

Departures from Fowler’s Recommendations. (Drifting 
towards the Gold Exchange Standard.) 

The recommendations of the Fowler Committee 
The Act of 1899. were accepted in their entirety by the 
Indian authorities and the Indian 
Coinage Act No. XXII of 1899 made the sovereign 
and half-sovereign legal tender throughout India at 
Rs. 15 to the £, and thus gave effect to its first 
recommendation. Active steps were also taken to 
give effect to the second recommendation of the 
Committee, viz., the opening of a mint for the 
coinage of gold in India. 

It now remains to consider the history of events 
since 1899. 

In the first plac6, a gold mint could not be 
(a) ideal of Gold instituted without the sanction of the 
mts is dropped. Royal Mint,as the English Sovereign 

was to be standard coin in India. But far from 
giving the sanction, the British Treasury objected* 
to the establishment of a gold mint in India on 
various grounds. X hey did not think that sufficient 
gold would be available in India to enable the Mint 
to continue for a long time, nor did they think it 
advisable to let the Indian Treasury bear the cost of 
the mint. 


*Wadia and Joshi: Money and the Money Market in India, page 199. 
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/ need f°r railway development. And in making 
i • P ro P°sal they put before the Government the 
object of the Gold Standard Reserve. 

In spite of this, the Mackay Committee j'ustified 
their recommendation on the ground that even after 
drawing £1 million from the Gold Standard Reserve 
there would be sufficient gold left to meet the even- 
ffiahty of a falling off in the demand for Council 
•Dills. But the Secretary of State went beyond their 
recommendation and decided that for the future 
°J\f \a^\ °* an 7 profits on the coinage of rupees 
” se 0 d for capital expenditure on railways 
until the Gold Standard Reserve reached £20,000 000. 

J* 7l S , a P parentI y contemplated that, after’that 
total had been reached, the whole profits on silver 
coinage should be diverted from the reserve. In 
spi CO- protest from the Government of India, he 
diverted £1,123,000, and adhered to his decision with 
regard to the future use of the profit on the coinage. 
£ut a serious crisis occurred in 1907-08 which made 
him change his decision. 

, action of the Secretary of State shows that 

tbe ? e ^ t ® ob J ect °ft he Gold Standard Reserve, that 
o; stabilising the gold value of the rupee, and thereby 
successfully working the gold exchange standard, 

out dearly ^ study later )> was not as yet thought 

When the coinage of rupees had to be resumed 

(Saw the ^ e y r in m 1 a 9 °°; r ? cour£<5 t0 the London 
paper currency Sllver tnarket Decame necessary and 

diverted 5 ' • T ™ b ° U g ht with the gold held 
t a a 111 tbe ^P 61 ’ Gurrency Reserve in 
•London. A provision authorising the Government 
to use the gold held m the Paper Currency Reserve 
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the purchase of silver for coinage was indue 
the Act of 1898, which was continued for two 
years. But an Act of 1902 made the whole of these 


provisions permanent, although they were issued 
during times of emergency. Thus the function of 
the Paf>er Currency Reserve , that of supporting the 
convertibility of the notes, was diverted to that of 
buying silver for coinage. 


Meanwhile, the practice of shipping to London 
(e) Diverting gold accumulated in the Paper Cur- 
goid from India. re ncy Reserve in India was recognised 
to be needlessly expensive. The gold, it was seen, 
reached India in the first place at the cost of indivi¬ 
duals, and then had to be shipped back to London 
by and at the cost of Government after the public 
had handed it on to the Government in exchange 
for rupees. If the practice of receiving gold in 
London in exchange for rupees in India were 
extended, Indian revenue could be saved the expense 
of shipping gold to London, and a large part of the 
cost of sending gold to India could be realised in the 
selling price of the Council Drafts. 

(!) Accordingly the practice introduced in 1898 
of selling Council Drafts for gold in London, and 
issuing notes against such gold in India, was extend¬ 
ed, and since 1904 the Secretary of State kept open 
a standing offer to sell Council Bills without limit 
\t.e. over and above his requirements) at the price of 
Is. 4 \d. which was the normal gold export point 
from London to India. 

(2) Moreover, the Secretary of State increased 
the sale of the Bills by selling them below the gold 
export point. 


MINfSr^ 


77 



<SL 


hat was the economic result of the sale of 
ouncil Bills without limit and below gold point ? 
I n normal times one of the methods of paying for 
India’s favourable balance of trade was by the 
remittance of gold bullion and sovereigns to India. 
But by the limitless sale of Council Bills, and their 
sale below gold export point, gold bullion and 
sovereigns were prevented from flowing to India. 

Thus the divergences made from Fowler's 
Conclusions. Scheme were as follows :— 


i (1) The scheme for a gold mint was dropped. 

^ (2) The recoinage of rupees was indulged in during this period.* 

(3) The location and use of the Reserve formed from the profits 
on the coinage of rupees were diverted; 

(a) The Gold Standard Reserve was invested in securities int 
London, 

(b) The silver branch of the Gold Standard Reserve was 
formed. 

(c) A part of the Gold Standard Reserve was diverted to 
Railway capital expenditure. 

(4) Council Bills were sold without limit, and at times, at some¬ 
thing below gold point against the currency reserve, thus 
preventing gold from flowing to India. 

(5) The gold of the Paper Currency Reserve was used to buy 
V silver for coinage. 


*“The effects of heavy coinage are cumulative. The Indian 
authorities do not seem to have understood this. They framed their 
policy as though a community consumed currency with the same steady 
appetite with which some communities consume beer.” (Keyne’s Indian 
Currency and Finance), This points to the fact that there was overissue 
of coined rupees during this period. 
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Period (B)—1907-14. 



PART I—The Crisis of 1907-8 
(and completion of the Gold Exchange Standard) 

In 1907-8 various adverse circumstances led 
Gold standard a in exchange in India ; and 


for the first time since the rupee was 
fixed at Is. 4 d., the Gold Standard 
Reserve and the other sterling resources 


Reserve 

maintains 

exchange. 


of the Government of India were utilised to maintain 
the exchange value of the rupee . Thus was com¬ 
pleted the mechanism for the successful working of 
the Gold Exchange Standard . 

During the year various causes brought about 
Causes of the a fall in the exchange value of the 

fall in exchange. rupee *_- 

The summer monsoon of 1907 had partially 
failed and our exportable commodities diminished 
as a consequence. 

To this was added a serious financial crisis in 
America, which resulted in a general monetary 
stringency all over the world, and the Bank of 
England was actually compelled to raise its rate of 
discount considerably. 

Both these causes resulted in a heavy fall in 
the demand for Council Bills and for some months 
none could be sold. The Indian exchange began to 
fall steadily until it reached the lowest point Is. 
3 ll/16rf. (on 25th November.) 

What should have been the best remedy to 
What should strengthen a falling exchange ? The 

remedv" Ilthc Government of India should have 


given gold freely for export to those 
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id to meet their liabilities in England. T&q^ 
_ deeded gold would have paid for it in rupees i.e. 
rupees would have been withdrawn from circulation 
and gold would have come out of the reserves, and 
as a consequence, the exchange value of the rupee 
would have risen. Even the Fowler Committee 
had laid great stress on the giving away of gold 
freely for export in case of weak exchange. 


by Government But the Ste P S taken b 7 the Govern- 
of India. ment in the beginning were different. 


(a) The Government of India were asked by 
the Exchange Banks to sell telegraphic transfers 
on London at Rs. 15 to the £, but, after consult¬ 
ing the Secretary of State, they refused to do so. 


(b) Then the Government of India refused to 
give gold from the Paper Currency Reserve for export 
in larger quantities than £ 10,000 to any one indivi¬ 
dual in one day. 


(c) British Postal orders for £10,000 and other 
large sums began to be bought as a means of obtain¬ 
ing remittance to London. 


( d) But the situation did not improve, and 
businessmen and banks continued to clamour for 
gold for export. Ultimately (it was not till 3rd 
December, 1907), the Secretary of State was induced 
by the Government of India to permit them to give 
gold for export, although they continued to give gold 
for internal purposes. And the Secretary of State, 
being unable to sell Council Bills, released gold from 
the Paper Currency Reserve in London against the 
transfer of an equivalent amount of rupees from the 
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balances to the Paper Currency 

These actions, therefore, improved 
exchange a little. 


(e) Although the normally busy season went on,, 
rates remained weak and the situation did not 
improve, and it was decided on the 4th March, 1908, 
to make weekly sales in India of a certain maximum 
quantity of sterling bills on London at the fixed rate 
of Is. 3 29/32d, and on the 26th March, 1908, such 
bills were first sold. Meanwhile, the Secretary of 
State had taken steps to realise some of the secu¬ 
rities belonging to the Gold Standard Reserve in 
order to have money ready to meet the bills sold in 
India. These Bills continued to be sold freely 
in India until (on 11th September, 1908), the 
exchange appeared to have sufficiently strengthened 
owing to a good monsoon, and the Government of 
India discontinued them. 


In all, £ 8,058,000 were withdrawn during this- 
period from the Gold Standard Reserve to meet 
these Reverse Bills, and in India, by the sale of 
these Bills, more than Rs. 12 crores were withdr wn 
from circulation, in order to strengthen the ex¬ 
change. 

The total gold resources used in India and 
London together during this one year of crisis 
amounted to nearly £ 18,000,000. 

The experience of the crisis taught various 
The Lessons of lessons, which had an important bear- 
the Crisis. ing on the future of Indian Currency. 

The first serious lesson learnt was that the 
authorities failed to recognise the wisdom of the 
recommendation of the Fowler Committee which 
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at the principal use of a gold reserve is that it 
should be freely available for foreign remittances 
whenever the exchange falls below specie point. 


The second lesson learnt was that the Govern¬ 
ment should formulate, in advance, the policy it 
intended to follow during a crisis, and give ample 
publicity to it. “ It is almost as important that the 
general public should have confidence in the deter¬ 
mination of the Government effectively to use their 
resources to maintain the rupee at Is. 4 d. } as it is 
that the Government should have the necessary 
resources for so doing.”* 


Besides, the crisis revealed the nature of the 
Indian Currency system, which was more like the 
system advocated by Mr. A. M. Lindsay in 1898 and 
which was rejected *by the Fowler Committee. The 
machinery employed to establish the exchange value 
of the rupee based the system on what is generally 
known as the Gold Exchange Standard. 

The rupee was established by this mechanism, 
hiit the result was not obtained without considerable 
cost \, and the struggle imposed a severe drain on 
the gold resources of India. 


* Chamberlain Committee’s Report, para 52. 

t Howard India and the Gold Standard , pages 35-36. 

j. "In London the sovereigns in the currency chest were reduced from 
millions to /lj millions ; Reserve securities to the value of £8,100,497 
v,ere put on the market, and all interest on investment was paid away as it 
Accrued. In India the entire stock of gold was exhausted. In October 
r V ^ en *h e trouble began, the currency chests, treasuries and mints 
Jicld £ 4 ^ millions of sovereigns. On March 31st, 1908, the stock had fallen 
t0 £100,000 and all further issues had been stopped.” 

G 
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PART II—Currency Policy 1909-13. 

Gold Currency or Gold Exchange Standard for India ? 


We just saw above that the gold reserves of 
the Government of India suffered severely in the 
attempt to raise the exchange value of the rupee. 
This, therefore, aroused strong public criticism, and 
the Government of India found it necessary to 
revise the currency policy and entered into long 
correspondence with the Secretary of State over it. 


Policy proposed The Government of India, on their 
hy Government part, W rote strongly in favour of the 
(A gold following :— 

currency.) 

(a) In the first place, in their despatch of 1st 
April 1909, they pleaded for a larger Gold Standard 
Reserve to meet greater emergencies than that of 
1907-8. They considered that the minimum 
amount in the Gold Standard Reserve should be £25 
millions, apart from the gold in the Paper Currency 
Reserve and Treasuries and that, therefore, the pro¬ 
fits on the coinage of rupees should not be diverted 
to capital expenditure on railways until this limit 
was reached. 

(b) They also proposed that a substantial bulk 
of the Gold Standard Reserve should be kept in a 
liquid form, instead of being invested in securities, 
because, during a crisis, the latter could not be 
readily realised and gold made available, or realised 
without considerable loss. 

(c) The Government also urged the importance 
of holding a large amount of gold in India , and 
proposed that at least two-thirds of the total gold 
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)00,000) held in the Paper Currency Reserve, 
should be kept in India; and that until this limit 
were reached, the Secretary of State should not add 
to the gold in the Paper Currency Reserve in London. 
In support of this, in their despatch of 30th Septem¬ 
ber, 1909, they wrote:—“Though gold was still far 
from having obtained that popularity which the 
interests of exchange render desirable, there were 
indications of a greatly extended use of the sove- 
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reign in commercial transactions. It was estimated, 
for instance, by our Controller-General that it might 
shortly be possible to finance in gold no less than 20 
per cent, of the up-country cotton trade of Bombay. 
Phis promising development has naturally received 
a severe check as a result of recent events. We, 
therefore, judge it to be eminently desirable to 
increase the local gold holding in our Paper Currency 
Reserve. We could face another exchange crisis 
with far greater equanimity could we be assured 
both of an active circulation of sovereigns in the 
country and-of a strong reserve in our currency 
chest. The .former will enable the ready export 
of superfluous currency, which the strength of our 
own reserve would enable us at once to assist'this 
process, and, by free uses of gold, to bring about 
that restoration of public confidence which is of 
v ital importance in the early stages of a panic.” 


{d) As an outcome of the resolution moved in 
1912 by the late Sir Vithaldas Thackersey in the 
lr Operial Legislative Council, the Government of 
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lia in their despatch of 16th May, 1912, asked die 

Secretary of State’s sanction for the coinage of 
sovereigns at the Bombay Mint.* 


ofstate retary have now to see how 

champions the ^ ar these recommendations received 

GoidE x c h an g e the approval of the Secretary of 

Standard. State. 


,1 A ] A * regards the amount of gold to be kept in 
tne Gold Standard Reserve, the Secretary of State 

agre f d V af [ Gr great P ersuasion > that £25 millions 
should be the standard before the profits on coinage 
could be diverted. 6 


(B) But he did not agree to the proposal to keep 
a substantial part of the Gold Standard Reserve in 
a liquid form, except for the amount £1 million* 
which he decided to let out in short loans or to put 
into bank deposits. Of the balance he would hold 
a C0 *J slaera ble portion in high class securities with a 
near date of redemption, and the remainder in Consols 
or other approved stock. 


. ( C ) As regards the strengthening of the gold in 

the Paper Currency Reserve and its location, the 
Secretary of State decided that it was more advan- 

sunnorf ?f J ^ ld A lt m London than in India. In 
evrhan 1 Vn 1S d ? CIS10n he stated that the rate of 
the^i?' r r S ° ,° V ^ that lt Jed to the suspension of 
s ? Ie °f Council Bills in London, gold in circula¬ 
tion m India would be of little or no use for subbort. 
mg _exchange, at any rate,_ immediately, since it 

coin On hr, L ' an ^ su gg^sted the coinage of a ten-rupee cold 

js. a 
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■ P r °bably not be exported, and would obvic 
n|,J® avad able towa rds defraying the Home 

adv3 9? S e ° ther hand ’ he showed the 
advantages of holding gold in London and wrote 

• G ° ld held in England is available for support- 

f chang6 / n , 0t °. nly when the rate tails to gold 

nn P T rt P ^ mt ^ en lt can be used for meeting bills 

Zt^° n l° ld in ^ ndia) ’ but also at the earlier 

Whfrh i en he rate has fallen only to the point at 
wmch the suspension of Council Bills is desirable 

Char^ Ca ^, be cf ed towards straying the Home 
~l" rges). The Stock is not liable to be depleted by 

' hoard? 1 *? C0 " cs P 0,1 I di ' 1 S to the disappearance into 
rem ir f g ° W ln Ind,a - When ‘he demand for 
forfn, nCeS 'l strong ! S° ld in England is available 

necessary.” UrChaSe ° f S ‘ lver that may become 
a e ’ therefore, was iinwilling to commi t himself to 

E^°"d ment of any increase of the st °ck of gold 

ine of D Lw ith - regard , a 0 the P ro posal for the mint- 
s i ffppf b i C0lr } s in I n dia, the Secretary of State 
cam t ted coinage in Bombay of a ten-rupee gold 
com to avoid various difficulties that had arisen with 

Maj f ty 8 Treasury. But the minting was 
the Chlf c U 5 d decision on it was given by 
been ap ” ln e ted n Commission ’ which had already 

Conclusions. Two conclusions follow from these 

discussions on currency policy : 

(1) t£dt»* G ° vernmuat of India pleaded for a gold 
StatejLa) 3 S °J d cnrrenc y for India, the Secretary of 

(2) t w t “ T favour °f the Gold Exchange Standard', * 

o heU, e F f °, r , a Commission to give its blessings 
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III—Findings of the Chamberlain Commissi' 

(1913-14) 


§L 


(The Gold Exchange Standard is most suited to India.) 

The strong feeling in India with regard to the 
new currency policy evolved after 1899, and the 
difference of opinion between the Government of 
India and the Secretary of State on the same, meant 
that time was ripe for the establishment of a Royal 
Commission. A Commission was appointed in 
April, 1913, with the Right Hon. Mr. Austen Cham¬ 
berlain as the Chairman, and it reported in February, 
1914. Of the ten members of the Commission, one 
member of great practical monetary experience in 
India, Sir James Begbie, wrote a dissenting minute 
entirely disassociating himself from the conclusions 
and recommendations of the majority. 

The terms of They were asked to enquire into 

reference. the following : — 

The location and the management of the general balances of the 
Government of India; the sale in London of Council Bills 
and transfers; the measures taken by the Indian Government 
and the Secretary of State for India in Council to maintain 
the exchange value of the rupee in pursuance of or supple¬ 
mentary to the recommendations of the Indian Currency 
Committee of 1898, more particularly with regard to the 
location, disposition, and employment of the Gold Standard 
and Pajper Currency Reserves; and whether the existing 
practice in these matters was conducive to the interests of India,’ 
also to report as to the suitability of the financial organisa¬ 
tion and procedure of the India Office; and to make 
recommendations. 

Of these we shall deal with only those that are 
obviously currency matters, leaving aside financial 
matters. 
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CTION I—Arguments in support of the Gold 
Exchange Standard. 

(1) In the first place, the Commission gave a 
summary of Indian Currency History from 1893 
(which is not necessary to reproduce), and decided in 
favour of the continuance of the Gold Exchange 
Standard. 

According to them, force of circumstances 
compelled the Government to evolve a new system, 
which was contrary to the one sanctioned by the 
Fowler Committee. The system actually in opera¬ 
tion (the Gold Exchange Standard), they stated, had 
never been deliberately adopted as a consistent 
whole, nor did the authorities themselves appear 
always to have had a clear idea of the final object 
to be attained. To a great extent this system was 
the result of a series of experiments . But to state 
this was by no means to condemn the action or the 
system actually in force. 

Then there is the admission that the authorities 
were subject to mistaken ideas which were quickly 
rectified in practice. But the steps taken to restore 
and maintain exchange proved adequate. Thus, they 
stated, “it is easy to see after the event (crisis of 1907-8) 
that in this or that point a mistake was made, but, 
regard being had to the difficulties and the novelty 
of the circumstances, the final success achieved by 
the Indian authorities, both in India and in this 
country, must be recognised as a proof of the sound¬ 
ness of the currency scheme itself and of the mea¬ 
sures ultimately taken for meeting the crisis.” 

In short, their argument was that the crisis of 
1907-8 and subsequent experiences had proved that 








the Rupee outside India at Rs. 15 to the 
sovereign without the aid of a gold currency circu¬ 
lating within India. 

The Majority had pressed the point that the 
Sir James public preferred and demanded rupees, 

Begbie’s and the demand had to be met. This, 

Rejoinder. j n f ac ^ ^ad been the fundamental diffi¬ 

culty which led to the evolution of the new system 
of currency. But, Sir James Begbie pointed out 
that no doubt that was a reason which carried con¬ 
siderable weight in the early years of the period 
during which the policy had been developed, but 
“it had now lost its force”. The public had absorbed 
during the last 12 years, approximately, equal 
amounts of rupees and sovereigns, but the demand for 
sovereigns had rapidly increased during the last four 
years. These gold requirements showed an import¬ 
ant change in tlie currency needs of the people, and 
indicated a preference for gold over rupees. 


(2) The second argument stated in support of 
the Gold Exchange Standard was that the Indian 
system so far evolved, had close affinities with other 
currency systems in some of the great European 
and Asiatic countries, e. g. Russia, Holland, Austria- 
Hungary or Japan. In these countries, as in India, 
they stated, “ gold actually in circulation is of second¬ 
ary importance, and the internal medium of ex¬ 
change, whether it be a silver coin or a paper note, 
depends for its value in ‘exchange not on its own 
intrinsic worth, but on the maintenance in reserve of 
gold or resources readily convertible into gold, and 
in the case of Russia and Japan, at any rate, large 
portions of the gold resources are held not at home, 
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London, Paris, and other 
India’s Gold Standard 


monetary cent 
Reserve is held in 
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“But such analogies,” wrote Sir James Begbie, 
Sir James “are unsafe as a guide to Indian policy, 

Kefoinder because the conditions are not identical. 

, (a) In none of those other countries is 

.ere the same private absorption of gold that there 
!s * n India; (b) Whatever experience elsewhere may 
be, the recent demands for gold in India show a loss 
of confidence on the part of the public in the token 
rupee , and that is a situation that should not be 
ignored. The need for confidence to secure the ex¬ 
change value of the rupee is recognized, but not the 
need of confidence in the currency in other respects. 
. * s 110 longer possible to say that the token rupee 
is preferred by the Indian public and satisfies their 
currency requirements in face of the fact that they 
nave latterly exhibited so strong a desire for gold as 
he statistics indicate. At least there is not now 
such general confidence in the Rupee as would, in 
ray opinion, alone warrant further large extensions 
or the token currency.” 


(3) Another argument given by the Majority 
was that it was desirable to educate people in the use 
of more economical forms of currency than gold. 

sir i l hat is ”’ ' vrote Sir James Begbie, “a desirable 
Begb;”s S object. The increased circulation of 
rejoinder. notes may be pointed to as an advance 
owards the use of ltiore economical forms of 
currency; but it is due, not solely to a desire to 
economise in currency, but partly at least to increased 
facilities for the employment of notes. This demand 
for gold coin, accompanied as it has been by increas- 
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emands for gold bullion, dominates the wnt 
urrency system. For a country which takes gold 
in great quantities an extensive token currency is 
most unsuitable. It has the usual effect of driving 
gold out of circulation. It has the still greater dis¬ 
advantage that it keeps the gold out of useful employ¬ 
ment. People who value gold so highly as to store 
and hold it to the extent witnessed in India are not 
likely to invest or make other profitable use of it, so 
long as they have to take the risk of being repaid in 
token coins when they realise their investments. The 
token currency not only prevents the holders of gold, 
from utilising it to some advantage, but the country 
as a whole loses the benefit that should accrue to it 
from the possession of great wealth—What is needed 
is not education in the use of economical currency 
so much as education in the use of stored up gold* 
The first step, however, is to convince the people 
that if they use their gold they will get it back when 
they want it, and that cannot be done while there is 
this extensive and expanding token currency. A 
currency in which gold was a more prominent 
feature and to which token coins were less freely 
added would be more practical as an educative 
force.” 

SECTION II—Reasons advanced against Gold in 
Circulation. 


Having defended the existence and the work¬ 
ing of the Gold Exchange Standard, the Majority 
in their report, gave careful consideration to various 
arguments put forward by witnesses in favour of 
gold in circulation. Since some of the arguments, 
recur even to-day, it would be profitable to deal with 
them at length. 
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The most weighty argument which seve 
Witnesses put forward was that gold in circulation 
was calculated in the long run to strengthen ex¬ 
change. The Majority analysed this argument 
carefully as follows : 


In the first place, some witnesses seemed to 
imply that, if gold were to be used in India to the 
same extent as in, say, the United Kingdom or 
Germany , the exchange problem would be largely 
simplified. 

In the opinion of the Majority, this was a mis- 
taken belief. Because in these countries the stability 
of exchange depended on the central reserves of the 
banks of these countries with their influence on other 
banks and the money market and their bank policy, 
and not on gold in the pockets of the people. 

If, however, the advocates of gold currency 
desired that gold in circulation should be used to a 
very great extent as, for example, in Egypt, then the 
Majority considered that gold would be performing 
the function of strengthening exchange successfully. 
For in Egypt a large percentage of the value o.: the 
total transactions was carried out in gold, instead of 
a very small percentage as in the United Kingdom 
or India ; so that, in case of a contraction of busi¬ 
ness a nearly proportionate amount of gold would 
be released for export. But in order to attain to 
this position in India, it would be necessary to reduce 
the note issue to a comparatively insignificant posi¬ 
tion, and to withdraw from circulation, at large 
expense, a considerable part of the rupees. 


If, however, the advocates desired that gold 
should increase gradually without detriment to the 
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and rupees in circulation, the Majority dec 
gold must continue to occupy, for many years 
to come, a subsidiary position in the currency, and 
exchange would not benefit materially from a cir¬ 
culation of gold on a moderate scale, as was proved 
by the crisis of 1907-8. 


But the question would arise as to the source 
from which the gold was to come. If the gold took 
the place of new rupees, which it would be necessary 
to mint, the effect would be to diminish the strength 
of the Gold Standard Reserve by the amount of the 
profit which would have been made from the new 
coinage. Phis would bring to an end its natural 
growth. Besides, if gold were to replace a notes and 
rupees in circulation, the consequence would be a 
rapid depletion of the Paper Currency Reserve which 
serves as a substantial aid to the Gold Standard 
Reserve. Thus, the weakening of both the reserves 
gravely weaken the Government’s position at 
a time of exchange difficulty, because ^sovereign 
for sovereign, gold in circidation is less effective than 
gold in reserve for supporting exchange .” 


Sir James 

Begbie’s 

Rejoinder 


“That, of course, is true,” wrote Sir James 
Begbie, J ‘but it is equally true that 
gold in circulation is a better protection 
for exchange than token coins. Gold 
in circulation can never endanger exchange stability. 
It cannot be too strongly emphasised that danger 
lies irp the token currency alone when unfavourable 
trade conditions prevail. In the words of the Report 
(of the Majority) ‘it is the surplus tokens and not the 
gold which will seek an outlet at times of weak 
exchange.’ ” 
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Various witnesses objected to the coinage 
fresh rupees because of the danger to exchange of a 
very large circulation of tokens. But the majority 
stated that in many respects gold was a far more 
formidable rival to the note issue than to rupees, 
“since for many purposes a coin of so high a value 
as the sovereign cannot possibly take the place of 
rupees. There is some evidence that the popularity 
of sovereigns did hinder the use of notes in certain 
parts of India. Whilst experience has shown that 
a public preference for gold, or alternately for notes, 
is largely a matter of habit and custom. To 
habituate a people, therefore, to the use of sovereigns 
is almost certain in the long run to militate against 
the use of notes which is not a desirable goal. Notes 
is a more desirable form of currency than gold 
coins.” 


But Sir James Begbie wrote, “notes will usually 
sir James be preferred to coin, whether gold or 

Begbie’s silver, for such purposes as bank cash 

reserves and for effecting remit¬ 
tances. If the use of notes for other purposes 
is endangered by a circulation of gold coins, because 
people prefer the latter, it has to be remembered 
that the notes may be affected by the growing 
demands for gold. If the public want goid they 
will get it whether they hold notes or rupees, 
and when they prefer gold they are not likely to be 
satisfied with notes, payment of which can be 
demanded only in rupees.” 

(c) Certain witnesses argued that gold currency 
was a necessary step towards what may be regarded 
as the ideal currency, viz., paper backed by gold in 
reserve. 
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Jn this argument the Majority stated 
inotory gave no support to the view that a paper 
currency could only be reached after a gold currency 
had been in circulation. a A paper currency, if 
readily encashable, is the most economical medium 
of circulation, and at the same time provides a 
readily available reserve of gold for foreign remit¬ 
tances.” 


(d) It was also said by many witnesses that 
until India had a gold currency in active circulation, 
India would continue to possess an artificial and 
managed currency, it being implied that a managed 
system is u bud system. The ideul with which 
this “managed system” was contrasted was the 
system of the United Kingdom where there was free 
coinage and the standard coin could be obtained 
by any one who took gold to the mint for coinage. 

The Majority saw no value in this contrast. 
According to them there did not appear to be any 
essential difference between the power to import 
sovereigns at will and the power to have gold coined 
into sovereigns in India. “In the fact that the rupee 
is a token which passes at a value above its intrinsic 
value and is at the same time unlimited legal tender, 
the Indian currency system may be called managed, 
particularly because it is not practicable even to 
consider the limitation of the amount for which the 
rupee is legal tender. But because it is lo this extent 
a managed system, it is not correct to say that it is 
a bad system.” 

(e) Besides, the Majority also regarded gold 
in circulation as wasteful , because of the wasteful 
habit of hoarding prevailing in India. “ The 
hoarding habit is sanctioned by the experience 
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turies in India and by religious and racial la k .._ 
customs, and until the habit of banking takes 
the place of the hoarding habit as a means of secu¬ 
ring and increasing savings, it would be wasteful to 
nave gold in circulation.” 


“The hoarding habit in India is indeed a diffi- 
Sir James cult problem. Its recent development 
Reader. in increased demand for gold, and the 
. possibility of its further expansion make 
^ a question of the highest importance.” But, said 
h>ir James Begbie, “ that is to a large extent the out- 
c . 0l 1 ne °f tte policy which has brought into existence 
token currency. Uptothe closing of the mints in 1893 
to the free coinage of silver, the public had been 
accustomed for generations to full-value coins for 
them currency requirements, and they are not now 
prepared to hold their profits and savings in the form 
o/ over-valued rupees. Hence their preference for 
gold, both coin and bullion. The habit is, therefore, 
not inevitable and is capable of being improved. The 
f atistics show, on the one hand, that great progress 
has been made in attracting the cash reserves of 
the people into profitable investments, but on the 
other, they show a retrograde movement in-favour of 
warding due to the natural desire for solid security 
w lich is not to be had in investments which are 
tnade in token currency. It is surely not to the 
ni erest of India to have its rapidly accumulating 
ealth diverted into idle hoards by the token 
currency policy.” 

Besides, if the gold held in hoards in India was 
o be attracted into useful employment , “it can be 
hone only by providing security that when it is 
invested the investment will continue to represent 
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and be convertible into gold, by means 
i old currency policy in which the public will have 
confidence.” 



(/) The Majority also concluded that “India 
neither demands nor requires gold coins for currency.”' 
But this statement called for correction. The fact 
that India imported, apart from gold bullion, over 
£ 60,000,000 in sovereigns in the last twelve years 
( i.e . almost as much as the value of the new coin¬ 
age of rupees in the same period), clearly proved 
that India did demand and require gold coins. “The 
fact is that India now demands gold monetary tools 
as insistently as she used to demand silver tools• 
and the reasons are obvious—a growing distrust in 
the token rupee, and a growing appreciation of the 
superior attractions of the sovereign as currency.”* 


SECTION III—Gold Mint for India was unnecessary. 

Various witnesses also advocated the institution 
of a gold mint for India. 

Some witnesses recommended a gold mint on 
the ground that it would facilitate a flow of gold to 
India. But the Majority considered that this argu¬ 
ment had lost its weight because gold did flow freely 
to India without this stimulus, and they doubted if 
more could have been attracted by mere facilities 
for coinage. 


Others recommended it on the ground that the 
mere fact of gold being coined in India would win 
public confidence in the stability of the exchange 
value of the rupee. 

"Indian Finance and Currency (A Note on the report of the Cham¬ 
berlain Commission) by Sir M. de P. Webb. Para 40. 
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Jut the Majority stated that this considera _ 

aaQ its force in 1899 and 19C0, but the experience of 
1907-8, the growth of the Gold Standard Reserve, and 
the whole trend of policy and opinion since 1898, 
showed how determinately and successfully the 
Government maintained exchange. 


The idea of a gold mint was also pressed on the 
ground that it would increase the amount of gold in 
circulation. 


The Majority considered that, even if it was 
thought in itself desirable, the mere existence of a 
mint for the coinage of gold could not add to the 
amount of gold available for currency purposes. Nor 
was it possible that it would encourage gold to come 
out of the hoards in unfavourable seasons. Indeed, 
in times of famine and distress, gold did come out of 
the hoards, but the existence of a gold mint was not 
likely to increase it. It would come out even in 
exchange for notes or rupees in difficult times. 

If, therefore, the Government of India were to 
renew the notification , withdrawn in 1906, of their 
readiness to receive refined gold at the Bombay Mint 
in exchange for notes or rupees , it would remove the 
only practical grievance which could be alleged 
against the present system in this respect and would 
render unnecessary the opening of a gold mint. 

But the Majority stated that “if Indian senti¬ 
ment genuinely demands it, and the Government of 
India are prepared to incur the expense, there is, in 
°ur opinion, no objection on principle either from 
the Indian or the Imperial stand-point, provided 
always that the coin to be minted is the sovereign 
(or the half-sovereign) ; and it is pre-eminently a 
Question in which Indian sentiment should prevail” 
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Summary of Conclusions and Recommendations. 

I. The Gold Exchange Standard was suited to India because: 
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(a) the establishment of the exchange value of the rupee on a 
stable basis had been of the first importance to India; 

(b) the measures adopted for the maintenance of the rupee 

(although necessarily and rightly supplementary to, than in 
all respects directly in pursuance of the rcommendations of- 
the Fowler Committee) worked well in the crisis of 1907-8, 
the only occasion on which they were severely tested; 

(c) the most generally suitable media of internal circulation in 
India were rupees and notes, but the use of notes should be 
encouraged. The essential point was that the internal currency 
should be supported for exchange purposes by a thoroughly 
adequate reserve of gold and sterling. 


II. The Gold Standard Reserve should be strengthened: 

(i) There should be no limit fixed to its amount, and profits on 

coinage should be credited exclusively to it. 

(ii) A much larger portion of it should be in actual gold which 

should be raised to ^15,000,030 and thereafer one-half of the 
total reserve should be in actual gold. 

(iii) The rupee branch held in India should be abolished, the 
rupee being handed over to the Paper Currency Reserve in 
exchange for gold. 

(iv) . The proper place of the Gold Standard Reserve was London. 


III. The Government should undertake to sell bills in India on 

London at the rate of Is. 3 29/32*/., per rupee whenever called 
upon to do so (in case of a fall in exchange). 

IV. The Paper Currency system should be made more elastic.* 

V. It would not be to India's advantage to encourage an increased 
use of gold, and Gold Currency was not necessary for India 
because: 

(a) the gold standard had been firmly secured without a gold 
currency , as the history of the last 15 years had proved it; 

(b) gold in circulation was wasteful; 

(c) gold in circulation was of little or no use in support of 
exchange; 

(d) India should be encouraged to develop economical habits in 
matters of currency; 

(c) India neither demanded nor required gold coins as currency. 


These are considered in Book III, 
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gold mint was neither required nor was considered neces¬ 
sary for India , but if Indian sentiment genuinely demanded 
it, and the Government of India were prepared to incur the 
expense, there was no objection to it, provided that the coin 
minted was the sovereign (or the half-sovereign). It was, 
pre-eminently, a question in which Indian sentiment should 
prevail. 


If, however, the decision was against the opening of a gold mint, 
the notification of the Government's readiness to receive 
refined gold in exchange fot‘ rupees or notes at the Bombay 
mint should be renewed . 
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CHAPTER V. 

The War Period 


f 1 

Period II. 

From end of 1916 to 1919 . 

i 

Abnormal rise in the rate of 
exchange and its consequences. 

recommendations of the Chamberlain 
Commission were receiving the atten¬ 
tion of the authorities but in the mean¬ 
time War broke out. The Government 
was, therefore, not able to show its 
approval of all of them and it was left to the War 
Period to prove their worth. But action was taken 
on the following recommendations soon after the 
War broke out:— 


Period 1. 

First shock of the war upto end of 1916. 

i 

Dislocation of trade and business . 


The 

Fate of the 
recommenda¬ 
tions of the 
Chamberlain 
Commission. 


(a) the abolition of the silver branch of the 
Gold Standard Reserve; 

(b) the steps to be taken in case of a fall in 
exchange; 

(c) the giving of facilities for the encashment of 
notes. 

The history of Indian currency during the War 
Tbe may well be divided into two parts:— 

Periods Period /. The first period ends with 

the completion of the year 1916. 
During this period there was general dislocation of 
trade and business, as a result of the first shock of 
the War, with its attendant effects. 
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od II. The second period begins with 19 


ds in 1919. This is the period of 


during which, owing to various causes, the 


revival 
rate of 


Sl 


O -7 - O 

exchange soared very high. 


PERIOD I—From First Shock of the War upto the end 

of 1916 (Dislocation of trade and business) 

The outbreak of War immediately caused, in 
The eSects of India as elsewhere, panic which led to a 

P an!c - general dislocation of trade and busi¬ 

ness of which the principal symptoms were : 

(a) the weakening of exchange; 

(b) withdrawal of Savings Bank deposits; 

(c) a demand for the encashment of notes; 

(d) a run on Indian gold stocks. 

(a) The weakening of exchange was met 

The measures by the proved expedient of offering 
taken. drafts in India on London, and bet¬ 

ween 6th August, 1914, and 28th 

January, 1915, Reverse Council Bills were sold to 
the extent of £8,707,000 (the Chamberlain Commis¬ 
sion had strongly approved of this measure and 
recommended it for future emergencies). 

(b) The net withdrawal of savings bank depo¬ 
sits in the first two months of the War amounted to 
Rs. 6 crores (out of a total of Rs. 24^ crores on 
31st July, 1914) and there were subsequent with¬ 
drawals upto 2 crores in spite of some recovery. 
The net withdrawals for 1915-16 amounted to 
nearly Rs. 8 crores. But, continuous payment 
restored confidence and the tide turned in 1915-16, 
and since that date deposits continued to increase 
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the result that the figure at the end of 191 
Rs. 18f crores. There was also a run on the 
banks, but this proved of short duration. 


(c) Some lack of confidence in the Indian note 
issue manifested itself at the outbreak of war and 
resulted in a net return of currency notes to the 
extent of Rs. 10 crores, and there was consequently 
a substantial fall in the silver held in the Paper 
Currency Reserve. Thus, 


Paper Currency Reserve. 


Date. 

Amount in rupees. 

31st July 1914 . 

33*94 Crores. 

31st December 1914 . 

29*87 Crores. 


But from the spring of 1915 there was a steady 
increase of note circulation. 

(d) There arose at the end of July, 1914, a keen 
demand for gold in exchange for notes and between 
the 1st and 4th August, 1914, the Government of 
India lost about £1,800,000 of gold. When precau¬ 
tions to discourage the withdrawal of gold proved 
unavailing, it became necessary on 5 th August, 1914, 
to suspend the issue of gold to private persons. 

The disquieting symptoms, however, lasted 
only for a short time. With the return of public 
confidence, assisted by the readiness of the Govern¬ 
ment of India to meet all demands, the currency 
mechanism began to work smoothly. 
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II—From the end of 1916 to 1919. Abnor 
in the rate of exchange and its consequences^ 




It was not until the end of 1916 that acute 
complications arose in the sphere of Indian currency 
and exchange. These complications were so great 
and varied, and existed at such a critical time, that 
rarely has another country passed through such a 
period of strain in its currency history. It is, there¬ 
fore, of great importance to trace in details the 
causes which led to various difficulties in currency 
matters and the measures taken to overcome them. 


SECTION I—Causes of the rise in the rate of exchange. 

It was well known that the ability of the 
(a) Favourable Government of India to remit to 
balance of trade. London the funds required for the 

payment of the Home Charges, and also the success¬ 
ful working of the Indian Currency system, depended 
on the existence of a substantial balance of trade in 
India’s favour. Even before the War began, India 
bad enjoyed a series of remarkably prosperous years, 
and during War years that prosperity was continued, 
although it was slightly lesser than in the pre-war 
years. 


Average of 5 years. 

Net exports of merchandise oa 
private account. 

1909-10 to 1913-14 

k 

£52,237,200 

1914-15 to 1918-19 

£50,387,700 


But, if we take into consideration the three years 
1916-17, 1917-13 and 1918-19, when Indian currency 
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were most acute, we find 
balance of trade in favour of India was 
greater than that of the three years pre¬ 
ceding the war, as the following Table shows : 


Average of 3 years. 

Net export of merchandise on 
private account. 

1911-12 to 1913-14 

£53,429,200 

1916-17 to 1918-19 

£59,601,100 


This was due to the fact that supplies of food¬ 
stuffs and raw-materials were required for the use of 
the Allied Powers and the prices they realised were 
abnormally high. 

There was also a contraction in imports con¬ 
currently with an increase in exports, because the 
productive power of the United Kingdom and her 
Allies was more and more completely absorbed in 
war industries. It was only the rise in prices that 
maintained the value of import trade. Imports 
from the enemy-countries ceased entirely. 

The large balance of trade indebtedness in 
India’s favour resulted in the strengthening of 
exchange and the heavy demand-on Government for 
currency. 

Other special causes were at work to intensify 
<b) Exceptional this demand. India formed the base 
disbursements. G f important military operations in 
Mesopotamia, Persia and East Africa. The Govern¬ 
ment of India was called upon to provide funds for 
the payment of British and Indian troops engaged 
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the expenses incidental to a mod' 

. ign, and for civil expenditure in occupied 
territory. In five years this expenditure totalled 
£240,000,000. In addition to the above, arrange¬ 
ments were made for the financing of purchase in 
India on behalf of certain dominions and colonies 
and for provision of rupee credits, amounting to 20 
crores in 1917-18 and 1918-19 for American 
importers of Indian produce. 

These exceptional disbursements created a 
heavy additional demand for Indian 
currency. The precious metals play 
an important part in the adjustment 
of India’s favourable trade balance, 
but during the war years there was a heavy decline 
m the imports of gold and silver. 


(c) Heavy dec¬ 
line in imports 
of precious 
metals. 


Total Imports of Precious Metals into India during 


5 years preceding the war 

£120,242,000 

5 years of the war 

£ 35,984,000 


Several factors contributed to the remarkable 
decline in the import of precious metals during 
the latter period. 

The first, and by far the most important, 
factor was the difficulty of obtaining gold. The free 
Market in London, on which India had been able to 
draw in the past, disappeared on the outbreak of 
\var. Restrictions on the export of gold were 
-imposed by belligerent Governments desirous of 
maintaining their stocks of the metal for war pur- 
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and India was accordingly only able to o 
imited quantities. 





The dearth of gold created a strong demand 
for silver of which there was a great shortage of supply- 
The world’s production of silver from 1914 onwards 
exhibited a marked decline from the production of 
the preceding years. Approximately three-quarters 
of the world’s production of silver was mined in 
North America and Mexico, and the key to the 
shortage was to be found in Mexico due to political 
disturbances in that country. 


The decline in the imports of precious metals 
threw the burden of liquidating the favourable trade 
balance on the Government of India. 

That there was heavy absorption of rupees 
(d) Absorption during the war is shown very clearly 
of Rupees. by Mr. Findlay Shirras. The follow¬ 

ing table represents the statistics given by him in his 
book Indian Finance and Banking :—■ 


Rupee (including half-rupee) Absorptoin. 

(In lakhs of r upees.) 


Annual average. 

Amount. 

1909-10 to 1913-14 

8,78 

1914-15 to 1918-19 

22.08 


Here we have an increase of nearly 250 per 
cent. above the pre-war average. ‘Such a large 
absorption is wasteful.’ 

At the same time, the world's demand for silver 
(e) Rise in price was unusually keen , particularly for 
of silver. coinage. The coinage of British 
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alone absorbed nearly 108 million ounc 
1915-18, as against 30’5 million ounces 
between 1910-13. And there were similar increases 
in other countries, specially in China. Before 1917 
China was a seller of silver, but since that year she 
became an intensive demander of that metal. 



We have seen that war conditions interfered 
with the normal flow of precious metals into India. 
The burden, therefore, of liquidating her favourable 
balance of trade was focussed on the Government 
of India and took the form of additional demands 
for currency. The efforts made to meet these 
demands are indicated in the following figures. 


During period. 

Amount bought by Government 
of India in standard ounces. 

April 1904 to March 1907 ... 

180,000,000 

April 1916 to March 1919 ... 

500,000,000 


Thus, these large purchases by the Government 
°f India, the decrease in the supplies of silver 
and the increased demand from other quarters, led 
to a rise in the price of silver. 


Year. 

Price of silver per standard ounce 
in London Market. 


d . 

1915. 

27J 

1916 (December) . 

37 

1917 (August) . 

Above 43 

1917 (September) . 

55 
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^ __ 

Year. 

Price of silver per standard ounce 
in London Market. 


d. 

Period of control by U.S.A. and 
British Governments.—Sep¬ 

tember 1917 to May 1919. 

Between 47f 
and 50 

May 1919, (removal of control)... 

58 

17th December 1919 . 

78 


From the above figures we conclude that the 
rise in price was continuous, except during the period 
when the Governments of the United States of 
America and of Great Britain instituted control 
over the trade in silver and over its price. In 
August, 1917, the price exceeded 43 d. It is import¬ 
ant to remember that this figure, 43d ., marks the. point 
at which the exchange value of the rupee at Is. 4d. 
was equivalent to its intrinsic value / so that any 
rise in price to 43d. and above it necessitated the 
raising of the exchange value of the rupee , (as we 
shall see). Since May, 1919, the rapid rise in price 
of silver was due to the exceptional demands from 


China. 

There was another factor which tended to raise 
the price of silver in the London 
Market. As America had been the 
principal source of the world’s silver 
supply, the chief payments for that 
metal had to be made ultimately in that country. 
Therefore, it had to take account of the London- 
New York Exchange, and any rise or fall in that 
exchange would be reflected in the price of silver. 
.Any fall in sterling exchange would result in paying 


(f) Influence of 
the Dollar- 
sterling 
exchange. 











MINISr^ 



109 

sterling for a given quantity of silver 

t * ' f 



Thus, if the exchange value of the rupee is 2s., 
the Secretary of State can buy silver for coinage of 
rupees without loss at 6 3d. per standard ounce. If 
now the London-New York Exchange fell, say 10 
per cent., the sterling price of silver would rise to over 
o9d,, as the direct result of the fall in exchange. 
Under these circumstances, if silver had to be bought 
for Indian coinage, the exchange value of the rupee 
would have to be raised to nearly 2s. 2 %d. 


Hence, as the price of silver rose steadily, the 
Conclusions. exchange valve of the rupee had to he 
raised accordingly; otherwise, the in¬ 
trinsic value of the rupee would he greater than its 
exchange value , and as a consequence, the rupee 
would disappear from circulation, or would he melted 
down or exported. 


Besides this, the heavy purchases of silver (due 
to the heavy and continuous requirements for silver 
Coin ) an d the rising prices at which they had to be 
roade, rendered the Pre-War Currency and Exchange 
system impracticable. 


SECTION II—Measures taken by the Government. 


Various measures were taken by the Govern- 
fluent to meet the difficulties stated above. 

,. r T* 16 mac hinery for regulating exchange had to 
exchange™ 1 ° f changed by force of circumstances. 


The Secretary of State had to put a limit to the 
sa eof Council Drafts in London on India, because 
as the demand for them was abnormal and the 
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Currency Reserve had already fallen, tt 
on an abnormal scale would endanger the 
convertibility of the note issue. But this limitation 
of the amount of Council Drafts at a time when 
the demand for remittance to India was exceptional¬ 
ly strong, led to a divergence between the market 
rate of exchange and the rate at which the drafts 
were sold. 


And it was essential that the exports required 
for war purposes should not be impeded. It was, 
therefore, found necessary to introduce certain 
measures of control. The sale of drafts was confined 
to banks and firms on the “Approved List”, which 
included the chief exchange banks and a few large 
purchasers of drafts. And these in turn were requir¬ 
ed to do business on prescribed terms with third 
parties, and concentrate their resources to financing 
the export of commodities needed by the Allies for 
the War. 

Thus, the Pre-War system of free and unlimited 
remittance had to be suspended. But after the con¬ 
clusion of the Armistice these restrictions were 
removed, and with the revival of a free market for 
. gold, the old conditions were restored. 

As we saw before, the rise in price of silver to 
( e ) Raising the 4 3d. per standard ounce and above it, 
rate of exchange, necessitated the raising of the rate of 
exchange. The following table shows the successive 
steps of raising the exchange. 


wnist^ 



Date of introduction. 


'- Sl 

The minimum rate for immediate 
telegraphic transfers. 


S. d. 


3rd January 1917 
-28th August 1917 .. 

12th April 1918 
13th May 1919 
12th August 1919 .. 

15th September 1919 
22 nd November 1919 


1 
1 
1 
1 
1 

2 
2 


5 

6 
8 

10 

0 

2 


12 th December 1919 


2 4 


These modifications in the system would not 
(c) Purchase of have been effectual in meeting the si- 
Sllver< tuation unless special measures had 

also been taken to increase the supply of currency . 

The Secretary of State had to purchase silver 
to meet the enormous demand for rupees, and to 
reduce competition in buying silver, which would 
otherwise have raised its price still further, the 
import of silver into India on private account was 
prohibited in September, 1917. He bought nearly 
32 crores of standard ounces of silver in five years. 

But the world’s demand was still very heavy 
•and other sources of supply had to be tapped. The 
Government of the United States of America was 
approached with a request to release a portion of 
the silver dollars held in their reserve. The request 
?iet with a ready response, and in April, 1918, the 
United States Congress passed the Pittman Act> 
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authorised the sale to other Governments 
silver not exceeding 35 crores of dollars from the 
dollar reserve. Of this amount the Government ot 
India acquired 20 crores of fine ounces, and this en¬ 
abled them to tide over a very serious currency 

crisis. 

Attempts were also made to protect the curren- 
(d) Protection of cy against depletion by export or 
silver currency. melting. Accordingly, from 29th J une, 
1917 the use of silver or gold coin for other than 
currency purposes was declared illegal; and, from 
3rd September, 1917, the export of silver coin or 
bullion from India was prohibited except under 

The use of silver was also economised by the 
Economy .f issue of Rs. 21 and Re. 1 notes and by 
silver. the introduction of new two-anna, 

four-anna and eight-anna nickle coins. 

Efforts were also made to increase the stock of 
m The use of gold, and with this object an ordinance 
gold. was issued on 29th June, 1917, requiring 

all gold imported into India to be sold to t e 
Government: And the gold mohur, a 15-rupee 

coin of the same weight and fineness as the sove¬ 
reign, was minted at the Bombay Mint as an emer¬ 
gency coin to supplement the stock of sovereigns 
available for issue during the crisis of 1918. 

Gold was also sold to the extent of £ 4,000,000, 
and sovereigns and gold mohurs to the amount ot 
£ 11,000,000 were issued for the financing of certain 

crops. . . r , 

One of the most prominent features ox the 
currency policy of the Government 
SJdrXion. before the 1 outbreak of the War was 
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encouragement of the use of notes by gn 
ample facilities for their encashment. This policy 
was continued as long as the supply of rupees was 
adequate. But, as we have seen, the absorption of 
rupees was abnormally high during the war and the 
silver balances had fallen very low. The unfavour¬ 
able war news in March and April 1918 caused a 
run on the Bombay currency office and in other 
places. Inconvertibility appeared to be inevitable 
when the delivery of Pittman silver saved the situa¬ 
tion* Facilities for the encashment of notes at 
district treasuries were withdrawn, and restrictions 
were placed on the transport of specie within the 
country. The result was a large substitution of 
notes for rupees in circulation, as shown in the 
following table *• 


Date. 

Gross Note circulation in lakhs 

of rupees. 

31st March 1914 . 

66,12 

30th March 1919 . 

153,46 

30th November 1919 

179,67 


Thus, the gross circulation of notes increased 
nearly three-fold. But, at the same time, the diffi¬ 
culty of obtaining sufficient quantities of precious 
metals for coinage, and as a backing for the issue of 
additional notes, necessitated the increase in the in¬ 
vested portion of the Paper Currency Reserve which 
Was raised from Rs. 14 crores to Rs. 120 crores by 
yarious ordinances. During certain periods there was 
m many parts of India a considerable discount on notes 
8 
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„.gh as 19 per cent., because as the rupee 
comparatively scarce, it was preferred to notes. But, 
in the year 1919 the discount tended to disappear, 
when it was seen that the notes were freely accepted 
in payment of Government dues. 


Various financial measures were also taken 
<4) Financial which affected the currency situation 
measures. indirectly. Apart from measures taken 

to increase revenue and curtail expenditure, various 
War Loans were floated which yielded Rs. 130 
crores, and short-term Treasury Bills were issued 
which brought in nearly Rs. 65 crores. These 
measures materially assisted towards meeting the 
heavy demand for remittance to India. 

Such were the developments in the Indian 
exchange and currency system since 1914. 
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CHAPTER VI. 
Post War History. 


f- 

Period I. 

&he year 1919, 

I 

Section (A) 

Pise in price of 
silver continued . 
-Section (B) 
Report of the 
Pa b i ngton-Smith 
Committee, 


Period II, 

I 

January 1920 to 
September 1920. 

I 

Consequences of 
the ratio 2s, a 
rupee. 


Period III , 

i 

1921 to 1925. 

I 

Condition of 
exchange. 


—1 
Period IV. 

i 

1926. 

I 

Report of the 
Hilton - Young 
CommissioJi* 


The history of Indian currency and exchange, 
after the War and coming down to the end of 1926, 
can, for the sake of clearness, be studied into 5 periods, 
as given in the above chart. Each period is so se¬ 
lected that it marks out the influence of an outstand¬ 
ing feature. 


PERIOD I. —The year 1919. 

SECTION A. —Rise in the price of silver continued. 

In the last chapter we have already drawn out 
*he important facts in Indian currency history du- 
rf ng 1919. We need only summarize them here. 

The important features were the following :—■ 

(1) The Balance of Trade was still highly in 
favour of India in spite of the war being over, be¬ 
cause although the huge demand for Indian commodi¬ 
ties for war purposes was considerably reduced, a new 
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id arose in Europe and America for mat 
peace-time goods. It became increasingly 
difficult to liquidate this favourable balance. 


asingly 


(2) We also saw how the price of silver steadily 
rose, till it reached 78d. per standard ounce on 17th 
December, 1919, and brought with it extraordinary 
difficulties in the currency system, the chief being 
endangering the convertibility of the note issue which 
was only averted by the Pittman silver. 

(3) The influence of the Dollar-Sterling Ex¬ 
change was also made clear. As sterling fell in terms, 
of the dollar, the price of gold rose to the same extent, 
and the rate of exchange fluctuated. 


SECTION B. —Report of the Babington-Smith 
Committee. 

All the difficulties consequent on the unprece¬ 
dented rise in the price of silver, and specially the one 
of securing the convertibility of note issue, led to the 
appointment of a committee to consider the best 
means of overcoming them. Accordingly, in May, 
1919, the Babington-Smith Committee was appoint¬ 
ed. The Committee consisted of eleven members- 
of which Mr. Dadiba. M. Dalai, the only Indian 
member, wrote a minority report, because he did not 
concur with the views of his colleagues on vital 
currency principles. 

The report was submitted in December, 
-Terms of 1919. The terms of reference were as- 

Reference. follows : — 

I, To examine the effect of the war on the Indian exchange and 
currency system and practice, and upon the position of the 
note issue, and to consider if any modifications were neces¬ 
sary. 
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And to make recommendations on them and generally as to 
the policy that should be pursued with a view to meeting the 
requirements of trade, to maintaining a satisfactor”monft^ 
circulation, and to ensuring a stable Gold Exchange Stand- 


Thus, the last phase of the reference ‘to ensuring 
a stable Gold Exchange Standard,’ precluded the 
'-'Ommittee from considering or recommending any 
otter standard for Indian currency . 

ConciuJons 6 con<dusion s wfch the Committee drew 
drawn from war * rom the history of the Indian currency 

following • — SySt6m durin S the wa r were the 

_ . ^ , The sy ? tem buiIt U P since 1893 worked well, 
was beneficial to India. It had supplied suitable 
media for internal circulation, provided means for the 
r , e ment of the balance of trade, secured stability 
_ -tween the rupee and sterling, and prevented the fall 
-n the value of the rupee below Is. 4d. 


J®. But the system was not proof against a 
l eat rise in the value of silver. In framing it this 
contingency had not been taken into account.’ 5 
consequently, when the unexpected happened, it threw 

clan-ers^ 61107 SyStem int ° extreme difficultie s and 


T iie inherent 1011 ^lar attention of the student is drawn to 
Weakness of the fact. It was the inherent weak- 

IeT' i-i • ness of the s y ste m evolved after 1893 
x Jr t w f h, ! e Jt made provision against a fall in the 
t ue of the rupee below Is. Ad., it made no provi- 
1c j^amst a rise in the value of the rupee above 
• ' d. consequent on a rise in the price of silver, 

dered~ meUins '& oint ’ in skor t> was not consi - 
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Recommendations of the Majority. 


<SL 


Before coming to the stabilisation of the rupee 
stebutt^of 5 ° f Majority examined in what respects 

exchange! exchange stability was important. “Our 

conclusion,” they wrote, “is that, for the current 
operations of trade, stability is an important facility 
rather than an essential condition. There are many 
instances, including that of India herself before the 
closing of mints, which show that trade has flourish¬ 
ed, and can flourish , with a fluctuating exchange . 
The conditions are somewhat more speculative, but 
the difficulties which may arise are not insuperable, 
and the banks are not slow to supply machinery 
which enables the merchant to cover his risks.” 


And yet they observed that stability of the 
rupee was of great importance for India, and that 
the rupee should be stabilised at as early a date as 
possible. The reasons given were the following :— 


(1) that stability is a necessary condition for 
the free investment of external capital in India, as 
well as for the protection of capital already invested; 


(2) that a stable exchange facilitates the free 
movement of funds to and from India, thus assisting 
commercial finance and tending to avert temporary 
stringencies; 

(3) that whatever the evils and inconveniences 
of instability may be, they are increased if the move¬ 
ments are brought about not by the automatic action 
of economic causes , but by administrative acts. The 
commercial community are prepared to deal with 
fluctuations of exchange resulting from economic 
causes; but they feel that “if official action intervenes 
to interpret the play of natural forces and to give 
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o them, an element of uncertainty is introdn 
/hich is beyond their reckoning.” In short, an 
automatic system, which did not depend upon official 
action, was greatly to be preferred; 

(4) that a stable level of exchange gives the most 
healthy condition for production and trade. 


§L 


The Majority recommended that the rupee 
8houidb? i0 should be fixed at 2s. gold. It is 
2s. ©olid. important to know the grounds on 

which they based their decision. 


The most important factor they considered was 
(a) The price of the price of silver. From the evidence 
silver. which they collected they believed that 

the price of silver would remain high for some years , 
as the world’s demand for silver was likely to con¬ 
tinue on a large scale. Accordingly they estimated that, 
keeping a safe margin, if the price of silver were 
62*9 d. (gold) per standard ounce (137*8 cents per 
fine ounce in America), then the rupee’s bullion price 
would be equal to Is. ll‘36rf. (gold). If we add to 
this the cost of making the rupee, the total would be 
2s. approximately. 

The Majority believed that, if the exchange 
value of the rupee were fixed at a figure not lower 
than this, there were reasons to believe that the 
rupee could be established as a token coin. 


The Majority also considered the more general 
Wgh° CfcS economic effects of a high exchange. 

Exchange. 


They concluded that, but for the high rate of 
(i) Effect on the exchange , the level of prices in India 

level of prices would have risen still f urther, and 

adversely affected the population. 


•f 
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admitted that the exceptional conditic 

__er which trade was conducted during the war, 

made it impossible to measure precisely the extent 
to which the high exchange influenced rise in prices. 
There were, for instance, factors such as Govern¬ 
ment controi over the movement and prices of food 
grains in India and restrictions on finance and 
freight, which also prevented prices rising. 


But they stated that, in accordance with 
accepted economic theory, Indian prices would, but 
for the rise in exchange, have been still further en¬ 
hanced. This theory was explained as follows 


(i) Taking the case of imported commodities , 
we would find that the sterling price at which the 
merchant could lay down goods in India would be 
determined by the cost of production, transport, and 
other charges. If the exchange value of the rupee 
rose, this sterling cost would be represented by a 
smaller number of rupees, and the goods could be sold 
at a lower rupee price. 

(ii) Again, taking the case of exports such as 
wheat, (whose price outside India was determined 
by world-wide conditions of production and con¬ 
sumption), we would find that the sterling price, 
which could be obtained for a given quantity of it, 
would, if exchange rose, be represented by a smaller 
number of rupees, and the price which the grower 
would receive must necessarily be lower than 
before. 

This would mean a heavy loss to the agricultu¬ 
rist. But the Majority considered that, as the world’s 
shortage of food-stuffs and raw materials was likely 
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continue for some time, the demand for Indian 
produce would be ensured. Besides, the general 
rise of prices in countries importing from India should • 
enable the Indian producer to obtain a satisfactory 
rupee price for his produce in spite of the high exchange. 


But these considerations would not apply to 
products which are grown almost entirely for internal 
consumption , e.g., food grains, such as, jawar and 
bajra. Nor would they be applicable in the case of 
jute, which enjoys a practical monopoly. It was not, 
therefore, desirable to restore a low level of exchange, 
for it would tend to augment prices generally and to 
aggravate the danger of social and economic discon¬ 
tent. 


A high exchange stimulates imports and checks 
(2) Effect on exports, but they stated that these 
Indian Trade. effects were transitory, and that they 
were no longer operative when wages and other ele¬ 
ments of cost had adjusted themselves to the new 
level of exchange. 


Besides, Indian trade was prosperous and was 
likely to maintain this prosperity for some years. 
I he world shortage of raw materials and food stuffs 
was likely to ensure a continuing demand for 
Indian produce during the period necessary for com¬ 
plete adjustment, and this was likely to give him a 
satisfactory rupee price, because of the rise in gene¬ 
ral prices in countries importing from India. 

Moreover, high exchange would bring to the 
producer various advantages. It would tend to keep 
down the cost of imported stores and machinery as 
measured in rupees; and if it would exercise a check 
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rise of prices, it would reduce the 
in India and consequently put a check on the 
rise of wages. 


Thus, they concluded that Indian trade was not 
likely to suffer any permanent injury from the fixing 
of exchange at a high level. 

But the Majority gave one qualification to this 
statement. It was that prices should remain at a 
high level for a considerable time , and that any 
return to lower level would be gradual. But if, on 
the contrary, a rapid fall in world prices were to take 
place, the cost of production in India would fail to 
adjust itself, with equal rapidity, to the lower level of 
prices, Indian exports would suffer, and the rate of 
exchange could not be maintained. 

A high rate of exchange would temporarily 

(3) Effect on stimulate competitive imports intolndia, 

development* 113 * especially from countries where the 

cost of production was low. But even 
during the period which may elapse before the adjust¬ 
ment of prices and other conditions to the new level 
was complete, they considered that India was not 
likely to be adversely affected because the cost of pro¬ 
duction in the exporting countries of Europe and 
America had greatly increased. Moreover, a high 
exchange would tend to bring to India the advantage 
of a low cost for wages and raw-materials and for 
imported articles that enter into cost. Therefore, the 
development of Indian industry would not be seri¬ 
ously hampered by a high rate of exchange. 

They also pointed out an incidental advantage in 

(4) Effect on fixing the exchange at a high level. At 
Home charges. ls> 4 £ exchange to remit £25,000,000 
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a yeaf, the rupee cost would be 37| crores ; but, 
if the same were to be remitted at 2s. exchange, the 
rupee cost would be 25 crores, i. e. a 
Rs. 12£ crores. 


<SL 


saving of 


On the other hand, there would be a loss invol¬ 
ved in the revaluation in rupees of the sterling invest¬ 
ment and the gold with the Secretary of State. This 
loss would amount to 38'4 crores. 


But, if the whole of the amount saved in respect 
of remitting the Home Charges were utilised for the 
purpose of meeting this loss, it could be recouped in 
3 years. And thereafter it would enable the Indian 
Treasury to do without additional taxation of Rs. 12& 
crores every year. 

ond main recommendation of the 
Majority was with regard to the 
manner in which the exchange should 
be fixed. Should it be linked to ster¬ 
ling (its pre-war relation) or to gold ? 
They recommended that the rupee 
should be linked to gold and not to sterling. 

(1) Before the war the convertibility of sterling 
The reasons (paper) into gold in England was 

6lven - complete. Gold coins were in circu¬ 

lation and sterling and Bank Notes could be exchanged 
Without difficulty with gold. It was, therefore, unneces¬ 
sary, in considering the problems of Indian exchange, 
to make any distinction between the two. But since the 
War the situation had been different. The gold coin 
Was no longer in circulation and had appreciated in 
terms of sterling. The sovereign (gold) was at a 
premium of 28 per cent, and £1 sterling (paper) was 
at a discount of 22 per cent, on 17th December*. 


The s 

The 
rupee 
should be 
Elnked to 
gold and not 
to stealing. 
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Under these circumstances, and spet_ y 

■afcause sterling was depreciating, it would be unwise 



W A. O/ — -- 

to fix the rupee in relation to sterling. Until sterling 
became again equivalent to gold, the rupee-sterling 
exchange would fluctuate , in the same manner as 
the dollar-sterling exchange , and far from making 
the rupee stable, it would make it fluctuating. 


(2) If the rupee were linked to sterling, the 
exchange value of the rupee to be fixed in sterling 
would have to be a higher one than in gold, because 
sterling had depreciated very much. This might 
not be regarded as an immediate disadvantage. But 
in the future, if sterling were to recover its value 
and become again equivalent to gold, the ster¬ 
ling value for the rupee might be found to be high 
(since the value would have increased in relation to 
gold). And if it were to be reduced, the reduction 
would be too heavy and would be injurious to com¬ 
merce and trade. If, on the other hand, the value 
were fixed in relation to gold, it could be fixed safely 
at a lower figure. 


(3) If the relation of rupee to sterling were fixed, 
while sterling varied in relation to gold, the rupee 
would vary with gold. But if the rupee and the 
sovereign were both to remain unlimited legal tender 
in India, as it was thought essential, it was necessary 
that their relation should be fixed , because two coins 
cannot remain in circulation as unlimited legal 
tender and at the same time stand in a variable 
relation to one another. 

(4) The Majority also considered it very desira¬ 
ble to permit the free export and import of gold 
bullion and coin and to issue gold coin in India for 
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ual weight of gold bullion subject to an apj 
ate coinage charge. This could be facilitated by 
linking the rupee to gold. 



Summary of Recommendations. 

We now summarize the main conclusions and 
recommendations of the Majority. 

(1) It was desirable to restore stability to the rupee and to re- 
establish the automatic working of the Indian currency 
system (The Gold Exchange Standard), 

(2) The exchange value of the rupee should be fixed in terms of 

gold rather than in sterling. 

(3) The stable relation to be established between the rupee and 
gold should be at the rate of Rs. 10 to one sovereign , or, in 
other words, at the rate of one rupee for 11*30016 grains of 
fine gold, both for foreign exchange and for internal circula¬ 
tion. 

* (4) The obligation of the Government to give rupees for sove¬ 
reigns should be withdrawn. 

(5) The import and export of gold to and from India should be 
free from Government control. 

(6) The prohibition on the import of silver should be removed, 

but that on the export of silver should be retained for the 
present with a view to the protection of silver from depletion 
by export. 

Other recommendations were with regard to the constitution of 
the Gold Standard Reserve and the Paper Currency Reserve and the 
sale of the Council Bills and Reverse Councils. 

(а) As regards the Gold Standard Reserve :— 

(1) that no limit can yet be fixed to its amount ; 

(2) that it should contain a considerable proportion of gold; 

(3) that the remainder should be kept in securities issued by 
Governments within the British Empire (other than the 
Government of India) and having a fixed date of maturity of 
not more than 12 months ; 

(4) that a proportion of gold, not exceeding one half, should be 
held in India. 

(б) As regards Council Bills and Reverse Councils 

(l) that Council Drafts, although sold for providing for Home- 
Charges could also be sold by the Secretary of State in excess 
of his immediate requirements, when a trade demand for 
them exists * by competitive tender; 
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/(2) that during periods of exchange weakness the Governmfe 

India should be authorised to announce, without pft_ 

xeference to the Secretary of State, their readiness to sell 
weekly a stated amount of Reverse Councils. 



® recommendations with regard to the Paper Currency Reserve 
will be dealt with in the Chapter on Indian Paper Currency. 


Conclusions of the Minority: 

(Mr. Dadiba. Merwanji. Dalai.) 

Mr. Dalai entirely dissociated himself from the 
recommendations of his colleagues. He, in his 
Minority report, answered in details the various 
arguments of his colleagues. We shall summarize 
here those of his views which have an important 
bearing on future history of Indian currency. 

He took the view that the legally established 
the Money Sn money standard was the Sovereign 

standard. with rupees definitely related to the 

sovereign at the rate of 15 : “In contradistinction 

to this legally established standard,” he stated, “the 
Gold Exchange Standard has no legal validity. It 
has not been clearly and explicitly defined. The 
authorities who conduct it exercise the widest dis¬ 
cretion in its regulation, but hitherto have been 
careful to respect the legally constituted ratio 
between the rupee and the sovereign. The policy 
pursued is one which has persistently ignored the 
essential safeguards of a gold standard, and particu¬ 
larly the safeguard , of limiting the issue of token 
coins. The endless issue of token coins , much in 
excess of what is needed for internal exchange 
purposes, amounts to a form of taxation on the money 
of the public. It is this circumstance that is to a 
large extent responsible for the extraordinary 
demands for gold and sovereigns in India. It vir- 
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compels the Indian people to seek full val 
e token money, with which they have been 
over-supplied for ordinary currency purposes, and is 
thus largely responsible for the hoarding of gold of 
which so much is heard..... It has by mere executive 
action changed the legally established gold standard 
into Gold Exchange Standard making the main¬ 
tenance of exchange the object to be attained in 
place of the provision of gold money with a limited 
token money.” 


Moreover, the system broke down at a time 
when India enjoyed a large measure of prosperity. 

He was unable to fall in with the idea that the 

o?sUverwas” ce r * se * n P r i ce of silver afforded solid 
•entirely artificial, grounds for raising the rate of ex¬ 
change. “I contend that the price of silver has 
been artificially forced to its high level.” The reasons 
given were the following :— 

(a) The rise in price of silver could have been 
prevented by removing the embargo on exports of 
silver from India after the war ended , and it was 
after the war that the great rise took place. India 
could easily have spared silver for export ; such 
exports would have been profitable to her, and they 
would have prevented the great rise in price. The 
price 78d. per standard ounce was made possible 
only by the prohibition of exports of silver from 
India and by the raising of the rate of exchange, 
'T, bad the effect of lowering the rupee value of 
a.l silver held there and making exports unprofitable. 

It was because India was made a potential 
buyer instead of a seller that the silver markets were 
inflamed and the price was raised. 
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;>) Coupled with this embargo on export] 
from India was another fact. The Pittman 
Act compelled the Government of the United States 
to replace all the silver dollars which she had given: 
to other countries, and until that was done, to go on 
buying American silver at 1 dollar per fine ounce. 
As this process of replacement was likely to continue 
for some years (as the silver dollars withdrawn under 
the Act represented between twice and three times 
the normal American production), the production of 
American silver was assured of a market. Under 
the circumstances any probability of fresh demands 
for silver from India and China was expected to raise 
the price of silver. Had India been allowed to sell 
silver, its rise in price would have been prevented. 
In short, the high price of silver was to be regarded 
as entirely artificial. 

He was of opinion that there was 
Rations. 4 * 2 . a f justification whatsoever for raising the 
rupee should not ratio because— 

be altered. 


(a) the high world price of silver was wholly 
artificial and thoroughly inflated and could have 
been prevented by removing the embargo on the 
export of silver from India. 

Even if the embargo v/ere not removed, there 
was no occasion to raise the ratio. India did not 
require additional supplies of rupees. She could 
carry on for many years without any new silver 
coinage. 

(i) The only alteration required would have 
been to stop the coinage of rupees , and that would 
have occurred automatically by reason of the loss 
coinage would involve. 
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(ii) At the same time, the sale of rupee hills in 
tdon by Government in excess of their own Trea¬ 
sury requirements should have been stopped , and the 
balance of trade left to be adjusted by other means 
than silver. Rather than give up the sale of rupee 
bills (and thus remove the necessity of further silver 
coinage in India), the Government unnecessarily 
raised the rate of exchange. 


<SL 


(b) There was no advantage in making the rate 
of exchange follow the price of silver. One of the 
advantages claimed in former years for issuing rupees 
instead of sovereigns was that it was economical. 
The rise in price of silver took away the advantage. 
“If silver has to be bought at present prices ( 78d .) 
and coined into rupees at the present rate of exchange, 
there is no economy of any consequence in using 
silver instead of gold.” 

The world-wide embargo on the exports of gold 
was removed and the United States of America be¬ 
came a free market for gold on 9th June, 1919, and 
the gold production of South Africa became available 
in London on 18th July, 1919 ; there was, therefore, 
absolutely no justification for raising the rate of 
exchange. 


(c) “Raising the rate would have disastrous 
consequences to India and to the people of India, 
ihey must seriously disturb the existing relation 
between creditor and debtor. They will cause 
dislocation and set-back to several Indian industries 
and vast continuous losses on the exporters of Indian 
produce. There is a danger of India’s balance of trade 
turning against her and so checking her prosperity ^ 
And it should be remembered that between 100 and 
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Trillions of people live on the brink of starvaty 
great permanent change in the rate of exchange 
must ultimately bring intense distress to millions of 
the helpless masses.” It would also cause a colossal 
loss to the Indian public who held about 50,000,000 
sovereigns, and enormous loss to India by the 
revaluation of the sterling securities and gold held in 
the reserves. 


PERIOD II—The year 1S20. 

Consequences of the 2s. rupee ratio. 

The recommendations of the Babington-Smith 
Committee were accepted by the Secretary of State, 
and various notifications were issued on 2nd Feb¬ 
ruary 1920, along with the publication of the report. 

The action taken The notifications were as follows:— 

on the report. 

(1) The acquisition rate for gold imported 

under license into India would be 
fixed at Rs. 10 per sovereign or one 
rupee for 11*30016 grains of fine gold; 

(2) Council drafts and Telegraphic Transfers 

would be offered for sale weekly by 
competitive tenders with no fixed 
minimum rate ; and that Telegraphic 
Transfers would be offered in India 
when required at a rate based on the 
sterling equivalent of the price of 
11*30016 grains of fine gold as measur¬ 
ed by the prevailing sterling-dollar 
exchange, minus a reduction for the 
cost of remitting gold; 
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(3) the obligation on the part of the 

Government to give rupees in exchange 
for sovereign and half-sovereign at the 
rate of Rs. 10 and Rs. 5 respectively 
was cancelled; 

(4) prohibition on the import of silver and 

the duty on its imports were abolished; 

(5) the prohibition of melting of gold and 

silver coins was removed. 


During the War, as we have seen, the British ? 
influence of the Government, in order to control the 
exctnl erllus P rice of silver > had “pegged” the dollar- 
T sterling exchange at 476 7/10 dollars 
equal to 1 £ sterling. The control on the exchange 
was removed in March, 1919, and the free market 
■tor gold was established. 


, ^he notification that bills would be sold m 
n ia subject to the price of gold being regulated by 
T le r stenmg dollar exchange had great influence on 
Jf exchange at this time. It may at first be 
v’ W " W ^ s this complication introduced? It 
rnnnt- United States of America was the 

r which was the real source of world’s supply 

at hw S1 ! er ' Besides, its standard coin was 
and r,t\^ 1 ^ ^ 0 t ’ being a creditor country to England 
crnld \ V C S UlUries > an< ^ ^ had a free market for 
~ * s England had to make payments of enor- 
s ^ ms to the United States of America for the 
Uj S on owed, the price of gold in London had to 
o*. pr i- acc f il f n f of the sterling-dollar exchange. If 
cirri' 11 ^. 6 m re i a b° n to the dollar owing to adverse 
for ? m 7 ances ». niore sterling would have to be paid 
u >nig a given quantity of gold in America than 
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The sterling price of gold in London wc __ 

therefore, rise and the gold sovereign would fetch 
more shillings than before. Therefore, if one sovereign 
is equal to Rs. 10, each rupee would buy more shil¬ 
lings than before, i.e., the rupee-sterling exchange 
would rise accordingly. If the sterling-dollar ex¬ 
change fell, the rupee-sterling exchange would rise. 

Even when the notification was issued with 
The sale of re g ard to the two-shilling ratio, the 
Reverse market price of silver was higher 

Councils. than 2 shilling gold. This was an 
opportunity for a financier to wait but India Office 
would not do so. The Government announced its 
intention to maintain the rate by the sale of Reverse 
Councils on London at market rate. This announce¬ 
ment resulted in an unprecedented demand for 
them. 

On 2nd February the American cross-rate fell 
(0 Exporters to 3'65, and the rupee-sterling exchange 
Sr the rose accordingly. But the Indian 
exporters, fearing that further fall in cross-rate would 
occur, thought it wise to sell off their bills to prevent 
further loss to themselves. So heavy was the demand 
for discounting the Bills that the exchange rose to 2s. 
Sid. within three days of the announcement o! the 2s- 
ratio, and at one time it soared as high as 2s. lid- 
But within a few days a further fall took place in the 
sterling-dollar exchange, and under the same influ¬ 
ence the exchange jumped up to 2s. 10\d. on 
February 11th . But after this date the tide of the 
exporters anxious to sell the bills ebbed. 

As the rate of exchange steadily rose, there 
(b) Rush for arose a keen demand for remittances 
t0 ' to England, as it was very cheap to do 
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e demand came from genuine Indian impor 
or Reverse Councils. Foreign businessmen and 
firms in India found this the most profitable time for 
remitting their profits to England. The huge War 
profits also led to a boom in the formation of Joint 
Stock Companies. And those companies, which had 
placed orders in England for machinery, now remit¬ 
ted in advance the payment for them. Lastly, 
there were those speculators who remitted their 
money to England in the hope of bringing it back 
after exchange fell sufficiently thereby making large 
profits. 


Sl 


So great was the demand for Reverse Councils 
and such was the speculation indulged in them, that 
there arose a difference between the Reverse Council 
rate and the market rate aud the money market was 
completely disorganized. The market rate began 
to fall, but the Reverse Council rate remained high 
for some time, and this in return created gigantic 
speculation. 

But the most important cause, which aggravated 
Uaiaoceof Trade the demand for Reverse Councils and 
June, 1920 . ' kept the market rate of exchange 

lower than the rate for them, was the adverse 
balance of trade. From January to June 1920 the 
favourable trade balance was diminishing step by step, 
ihe value of imports was increasing considerably, 
whereas the value of exports was diminishing. And 
in June the balance of trade became definitely un¬ 
favourable to India, and there was an excess of 
imports over exports to the extent of Rs. 2’83 
lakhs. 


The reasons for this were not far to seek. The 
Indian export trade was already weak. The great 
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fuming markets were already glutted with Inc 
r reduce, nor had some European countries the 
buying power to purchase our commodities sufficient¬ 
ly. The rains of 1920 had failed and the embargo 
on food stuffs could not be removed. Besides, the 
high exchange gave a powerful stimulus to import 
trade; and immense quantities of manufactured goods, 
specially textiles, began to come forward. At this 
time Japan was the largest buyer of Indian cotton, 
but a commercial crisis in that country not merely 
stopped Japanese merchants from buying it, but they 
resold cotton in the Indian market. 


This adverse balance continued throughout the 
rest of the year and made the stabilisation of the 
exchange at 2s. gold an impossible problem. 

The result of the adverse balance of trade was 
a liectvy fall in exchange. On 1st June it stood at 
2 s. 1 \d., and it began to fall until it reached Is. 8 \d. 
by the end of the month; then there was some 
recovery after which it fluctuated round Is. lOd. 
upto September. 

Strenuous efforts were made by the Govern- 
Aii attempts to ment to strengthen and to prevent 
fan. the exchange from falling. 

(1) They sold £ 2 millions of Reverse Councils 
a week, then £ 5 millions, and ultimately dropped 
down to a steady 1 million*. The lowest tender 
offered was of Rs. 50 lakhs, but this aggravated the 
evil, and “exchange became a tool of wealthy spe¬ 
culators and exchange banks”. And the wider 
became the margin of difference between the mar¬ 
ket rate of exchange and the Reverse Council rate,, 
the more intense became the speculation. 


*The Indian Year Book, 1922, 
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(2) Being unsuccessful in holding the rate at 
2 s. gold (on the basis of the sterling-dollar exchange) 
the Government tried to maintain it at 2s. sterling r 
leaving the gap between sterling and gold to be closed 
when the dollar-sterling became par. Immediate 
Telegraphic Transfers were sold from this date at 
Is. 11 19/32<2. — this figure represented the rate 
which would ultimately hold when sterling once more 
returned to parity with gold. 


This attempt also failed, because the natural 
forces of trade were too strong for any artificial 
action. 


(3) In order also to maintain the exchange at 
2 s. gold, the Government continued to sell consider¬ 
able quantities of gold in India every fortnight. 
They sold 53 millions of gold, but this did not affect 
the premium on gold. The object was to reduce 
the price of gold relatively to the rupee. But attempt 
to do so failed, and gold at certain times actually 
left India for liquidating the adverse balance. 

(4) The Government of India at this period 
tried their utmost to contract currency with a view 
to bringing up the exchange value of the rupee. 
When the Reverse Councils were bought by the 
public, they were paid for in currency notes and silver 
rupees. These currency notes zvere withdrawn, from 
circulation and cancelled. The sales of Reverse 
Councils were met by the sale of securities in the 
Paper Currency Reserve, because the Treasury 
Balance held by the Secretary of State proved in¬ 
sufficient for this purpose. Hence to the extent that 
the Currency Notes were cancelled, the Paper 
Cttrrency Reserve was reduced. Thus, the gross cir- 
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:on which stood over 183 crores by the mi_ 

_anuary, 1920, was steadily withdrawn till it was 
reduced to 158 crores by the middle of September. 

All attempts having failed to strengthen ex- 
withdrawai of change, the Government suspended 
support; septem- entirely the sales of Reverse Councils 
at the end of September. “All support 
was withdrawn, therefore, from exchange which was 
left to the tender mercies of supply and demand.”* 
As soon as the Government withdrew their support, 
the exchange at once fell from Is. 10 d. to Is. 8 d., 
and. then continued to fall till it reached nearly Is. 
5d. in December. 

The measures taken to bring up the exchange 
The sacrifice to 2s. had disastrous effects on Indian 
involved. exchequer and on Indian trade. 

. 00 the first place, the Reverse Councils were 
paid in London out of the sterling securities and 
ireasury Bills belonging to the Paper Currency 
Reserve. These securities and bills were bought at 
the rate of Rs. 15— £1. But they were sold to pay 
tor the Reverse Bills at the rate of £ 1= Rs. 10 and 
sometimes Rs. 8 and even Rs. 7. 

2 he difference was the heavy loss borne by the 
Indian Ireasury. The total amount of Reverse 
i s so d was ^55,382,000. This meant loss of more 
uin .vs. C crores to the Indian exchequer, and that 
too at a time of adverse trade balance. 

u-r? The effects on Indian business were acute. 

[ ound themselves loaded with produce 
_ i w ich there was no foreign demand; importers 
T un c lemse.ves load ed with imported goods, 

Jevous. Money , Lank big and Exchange in India . 
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[t in the expectation of the continuance of a 
ugh rate of exchange, delivered when it had fallen 
one and four pence from the highest point reached, 
immense losses were incurred by importers, who, 
when the year closed, were struggling to liquidate 
their stocks in almost desperate conditions.”* 


. ( c ) Besides, deflation of currency brought the 

importers into serious difficulties. In the first place, 
it made the money market tight and raised the bank 
rate of interest on loanable money; and in the 
second place, it tended to bring down the general 
le\e! of prices. In both ways, therefore, business¬ 
men were hard hit, and were compelled to sell off 
their stocks at ruinous prices. Thus, in the words 
01 Stanley Reed, ‘‘a policy which was avowedly 
adopted to secure fixity of exchange produced the 
greatest fluctuations in the exchanges of a solvent 
country and widespread disturbance of trade, heavy 
losses to the Government, and brought hundreds 
of big traders to the verge of bankruptcy.” 


Even during this period of confusion the 
Other measures Government of India passed legislation 
2n 19 ‘ 40, to give effect to the recommendations 

of the Babington-Smith Committee. 

(a) On 21st June, 1920, an Ordinance was issued by which the 
sovereign and the half-sovereign ceased to be legal tender in 
India, but a notice was given to the effect that, if they were 
tendered at the Government Offices within period of 21 
days, the Government would accept them at the rate of Rs. 15 
and Rs. 7J respectively. Sovereigns amounting to £2i 
millions were thus tendered by the public. Restrictions on 
the import of gold bullion and foreign gold coins were with¬ 
drawn after this period was over. 

(b) But in September, 1920, the Indian Coinage Amendment Act 
was passed which made the sovereign and the half-sovereign 
legal tender in India for Rs. 10 and Rs. 5 respectively. 


*The Indian Year Book, 1922. 
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Then again, the Paper Currency Amendment Act was passed 
in October, 1920, which was meant to put into action the 
recommendations of the Committee with regard to Paper 
Currency. We shall deal with it in the Chapter on Paper 
Currency. 


PERIOD III—1921-1925. 

During the year 1921-1922, the serious depres- 
Trade condition sion in trade continued. “The year 
during the year. 1921-22 will rank as a classical example 
of what trade-cycle economists characterise as the 
readjustment period.”* The period of readjustment, 
after the boom that followed the War, began with 
1921, when the period of liquidation set in. Europe 
was still unable to buy Indian commodities in suf¬ 
ficient quantities and the balance of trade was 
against India. The chief factors responsible for this 
were the falling tendency of prices and the instabi¬ 
lity of exchange. 

But in 1922 the stagnation in exports dis¬ 
appeared and the balance of trade became favourable 
to India. The rains were ample and good harvests 
were reaped in almost all parts of the country and 
the exportable surpluses of food stuffs and raw mate¬ 
rials were considerable. But the real factor which 
changed the tide was the purchasing power of 
European countries, which increased after the notable 
improvements in various industries. This prosperity 
in India was reflected in the import of treasures to- 
the extent of Rs. 59 crores as against Rs. 13 crores, 
which was the total amount of the two preceding 
years. 

The improvement in India’s trade and com¬ 
merce was maintained during the following years, 


* The Indian Year Book, 1923. 
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Dnomic 
follows :■ 


iere was steady progress towards more stable 


conditions. This improvement was 


as 


Year. 

Exports and Imports of Merchandise 
on private account (in crores of 
rupees.) 

Total Net Imports 
of treasure on 
private account 
(in crores of 
rupees.) 


Exports. 

Imports. 

Net Exports. 


1920 

258 

335 

- 77 

1 

1921 

245 

266 

~ 21 

12 

1922 

314 

224 

90 

59 

1923 

362 

217 

145 

47 

1924 

398 

243 

155 

94 

1925 

375 

226 

149 

62 


We saw how, on the 28th September, 1920, the 
Exchange during Government abandoned the attempt 
T 1 % e „ od ; to maintain exchange at 2s. sterling. 
J-ett alone, the rupee began to find its own natural 
evcl, subject to the laws of demand and supply 
(see table at the end of the Period). The price of 
silv’er was at this time falling rapidly. And under 
the combined influence of adverse balance of trade 
and fall m price of silver, the exchange fell steadily 
until m December, 1921, it reached Is. 3 id. sterling or 
S " i gold. Ihe Government of India were 

unable to contract currency sufficiently to bring ud 
the exchange. 
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'But during 1922 the balance of trade ^ ^ 
tempts to bring favourable to India and the Govern- 
exchange up to ment took various measures within 
is. sterling, power to prevent the rupee from 


falling below Is. Ad. sterling. 


(1) In the first place, increase in taxation and re¬ 
trenchment were resorted to in order to balance the 
Budget. 

(2) At the same time the Secretary of State 
stopped the sale of Council Drafts in London, and 
thereby prevented the additions of rupees which 
would have been made to circulation in India. He 
met his requirements by borrowings in London and 
by receiving from the. Imperial Government some 
part of the amount which it owed to the Govern¬ 
ment of India for expenditure incurred by the latter 
on its behalf. 


(3) Then, the currency was also deflated 
throughout the year.* The methods employed were 
the sale of Indian Securities in the Reserve and the 
corresponding cancellation of notes that came in, 
and applying the interest on securities in the reserve 
to the deflation of note issue. 


* It would interest the reader to know the various ways of deflating 
or contracting currency given by Professor H. S. Jevons in his book 
The Future of Exchange and Indian Currency (pages 190-193). He gives 3 
principal ways of contraction : (1) By the sale of reverse councils and 
cancellation of currency notes equivalent to the price paid for them. (2) By 
realisation of the metallic portion of the reserve. The operation is this. 
Pk particular number of silver coins should be melted down or sold and the 
loss arising to be made up from the sale of gold in the Paper Currency 
Reserve which would bring a profit. (3) By sale of rupee securities in the 
reserve and notes to be cancelled off to the value of the price realised by 
the sale of the securities. Or a loan may be issued and the proceeds may 
he used for the redemption of the rupee securities and cancellation of 
notes. 

Each of these methods was pursued by the Government of India as 
occasion required. 
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(January, 1923). 

favourable 
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combined effect of these measures t' 
rupee reached Is. 4 d. sterling in Janu¬ 
ary, 1923, its pre-war level. And.,, 
since the balance of trade was also, 
to India, there was a demand from some, 
quarters that the fictitious ratio of two-shillings may 
be abolished and the pre-war ratio of Is. 4 d. sterling 
established. But the Government considered such, 
a step hazardous, as it was not possible to forecast, 
accurately the future of sterling.* 

During the year 1923, stringency of money was- 
Deflation of generally felt in the Indian money 
currency and market and the Government had to 
moneymarket. take power to issue emergency cur¬ 
rency to the extent of Rs. 12 crores 
against commercial bills endorsed by the Imperial 
Bank. Besides, they had to purchase sterling in 
India and issue fresh currency against it. “To do 
something to mitigate stringency in the money 
market, we have remitted no less than 12 crores 
(sterling) to London against issues of Paper Cur¬ 
rency in India.”t Thus, in all Rs. 24 crores of emer¬ 
gency paper currency was issued. But even these 
measures were not adequate enough to satisfy the 
needs of trade. This was proved by the fact that 
the rate of Imperial Bank of India stood at 9 per 
cent, from February to April, 1924. 


*“You know very well the difficulties which England is facing at the 
present moment. On the one hand, the payment of the American debt 
involves a direct burden on the exchange, of which the full effects have 
yet, perhaps, to be appreciated on both sides of the Atlantic. On the 
other hand, internal resources are being strained by yet another winter of 
unemployment.** Sir Basil Blackett, in his speech before the Associated, 
Chambers of Commerce, on 5th December, 1923. 

t Budget speech of the Finance Member on 29th February, 1924. 
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11 these factors would lead one to conclix 
the expansion of currency to meet trade re¬ 
quirements was inadequate. In other words, there 
was relative contraction of currency or deflation of 
currency. Thus, suppose at a given time trade re¬ 
quires an addition of Rs. 30 crores to circulation, but 
Rs. 24 crores only are issued, there would be defla¬ 
tion to the amount of Rs. 8 crores or relative con¬ 
traction to that extent. Avoiding the necessary 
expansion of currency is equivalent to contraction 
- of currency in its effects.* 


The rupee rose to Is. 6 d. Sterling or Is. 4 d. 

Rupee reaches October, 1924. The action 

is. u. gold (or taken by the Government of India 

in cfctober^ 92^4 s i nce this date was directed towards 

.. preventing the rise of the rupee above 

Is. 6d. sterling. The reason for taking action at this 
point has been given by the Hon. Mr. McWatters, 
Finance Secretary to the Government of India. 
“The position then arose that Government had 
before them a strong representation from the Bengal 
Chamber of Commerce which pointed out that the 
commercial community were much exercised as to 
the possible results of the next busy season. They 
saw no chance of avoiding extreme fluctuations in 
exchange unless some definite action was taken by 
Government, and the Government at that time 
came to the view that any substantial rise in 


* In his answer to Question 7, put by the Chairman of the Royat 
Commission on Indian Currency and Finance, 1926, Sir Basil Blackett 
The policy uptil August, 1923, was to encourage the natural ten- 
to a rise by effecting some actual contraction of the currency which 
Jl ^ d hcen vei T considerably redundant after the War. After August, 
23, it wa3 to check the tendency to further rise by making some addi¬ 
tions to the Currency.’ 1 
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:hange above Is. 6d. —with possible fluctuations up 
and down—might be extremely harmful.”* 


In April, 1925, sterling reached gold parity, i.e., 
sterling reaches I s * sterling became equivalent 

Aprii pa i 925 : * s ' And the policy of the 

Government since that date may be 
translated into preventing the rise of the rupee above 
Is. 6d. gold. Since this date, the exchange value above 
the rupee remained practically steady at this figure 
(see table on page 134). Whether the exchange 
was kept at Is. 6^., during the coming year, by being 
prevented from falling below that figure by Govern¬ 
ment action, or natural forces kept it at that point, 
we shall see in the Report of the Royal Commission 
on Currency and Finance, 1926. In short, we shall 
know whether it was a ‘De facto' ratio or a ‘Fait 
Accompli'. 


Current SF“a e n r c e . t0 19& 693 Wo " theR ° ya ‘ Commissionoa Indian 
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from Calcutta on London on the ist 
month. 



Year. 


Sterling. 


Gold. 



S. 

d. 

s. 

a. 

1920— 






January 

... 

2 

35 

1 

10 

December 

... 

1 

6 3/8 

1 

1 3/16 

1921— 





0 15/32 

January 

... 

1 

51 

1 

July ... 

... 

1 

3 5/6 

0 

11 23/32 

December 


1 

35 

1 

1 5/32 

1922— 

January 


1 

3 15/16 

1 

1 25/32 

December 


1 

3 31/32 

1 

2 27/32 

1923— 

January 


1 

4 1/32 

1 

3 9/32 ] Rupee reaches 

December 

... 

1 

5 7/32 

1 

| pre-war level „ 

3g 

1924— 



5 3/32 


3 1/16 

January 


1 

1 

October 


1 

5 23/32 

1 

4j | Rupee reaches 

December 


1 

6 1/32 

1 

J l <S>. 4 gold* 

5 3/16 

1925— 

January 

... 

1 

6 1/16 

1 

5 21/32 

April ... 


1 

5 27/32 

1 

5 17/32 | Sterling reach - 

December 


1 

6 5/32 


| e* gold parity. 
Nearly the same. 

1926— 

January 

... 

1 

6 5/32 


Do. 

April ... 

... 

1 

55 


Do. 

December 

••• 

1 

5 3/4 


Do. 
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IV—The Hilton 
Report, 


-Young Commission’s 
1926 



A Royal Commission on Indian Currency and 
Finance was appointed under the Chairmanship of 
Commander Edward Hilton Young. Of the eleven 
members of the Commission, Sir Purshotamdas 
Thakurdas, a distinguished Bombay merchant and 
Financier, wrote a minute of dissent. 

Terms of The terms of reference totheCommis- 

referencs. sion were- 


(а) to examine and report on the Indian exchange and currency 
system and practice already existing ; and 

(б) to consider whether any modifications were desirable in the 
interests of India ; and 

(c) to make recommendations. 

They analysed the existing state of affairs both 
(A) The in * ts economic aspect, which is that 

Weaknesses of the standard of currency, and in its 
tag system!" administrative aspect, which is that 
of the authority to control the cur¬ 
rency. 

The first great weakness they point out is 
(i) Noautoma- that “ the automatic working of the 
tic working of exchange standard is not adequately 
e standard. provided for in India and never has 
been so.” 


They give the following reasons for this :— 

(a) that there is no statutory obligation to pre¬ 
serve the stability of the gold value of the rupee. 
This stability is at present based on nothing sub¬ 
stantial than the policy of the Government, and that 
policy can be found defined in no notification or under¬ 
taking by the Government. It has to be implied 
10 
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, the acts regarding currency, but these are s 
no statutory regulation or control. They 
and sell sterling whenever they like ; 



(b) that the two reserves , which are maintained 
to maintain the value of token currency, are the real 
pivots of our currency system. (The Paper Currency 
and the Gold Standard Reserves.) These reserves 
are subject to permanent constitutions. Thus, the 
permanent constitution of the Paper Currency Reser¬ 
ve provides for a metallic holding of gold and silver 
of not less than 50% of the notes issued, but these 
permanent provisions have not been operative , and in 
the meanwhile, the reserve is governed by transitory 
provisions which are likely to disturb the proportion 
between the Paper Currency issued and the reserve 
kept to back it ; 


(c) that the interest on investments in the two 
reserves has been up to now credited to Government 
revenue, particularly after April, 1923, and not for 
strengthening the reserves as the Acts require. 


As regards the objects and functions of the reser¬ 
ves, they point out the following mistakes:— 

(d) that the objects of the two reserves are not 
clearly demarcated and therefore confusion arises 
when the reserves perform their functions ; 

(e) that the maintenance of the convertibility of 
the note into silver rupee of the present fineness is 
only possible so long as the price of silver remains at 
such a figure that the bullion value of the rupee is 
not higher than its exchange value ; but the system 
would be upset if the price of silver were to rise above 
48d. per standard ounce; 
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v (f) that the principles governing the efficiency of 
we reserves are not clearly recognised. Their effi 


ciency for the stabilisation 
the rupee depends upon : 


of the external value of 


(i) their maintenance at an adequate size, 

(ii) their use in an effective manner. 


In principle they must be big enough to allow 
the Indian Government to sell sterling to any 
amount required in return for notes and rupees, 
and they must be used promptly and without 
conditions and the sales must be accompanied by an 
equivalent contraction of domestic currency. But 
they state that “in the Indian system these principles 
lave not at all times been clearly recognised and 

t le y, are not now anci never have been adequately 
supported and enforced by statutory provisions .” 

There is, for instance, no provision as to any 
organic relation between the total value of token 
Currency and the amount of the Reserves. So far 
as tne note issue is concerned, the statutes provide 
Ior h? minimum percentage of gold or sterling 
notes 1 ^ GS k e * n & in the reserve as cover against 

The amount of the Gold Standard Reserve and 
ie time and manner of its use are wholly within the 
^ SC ^ etlon °f the Government. This they point out 
r ^ g rea t es t weakness in the working of the 
^old Exchange Standard. 

s . fe) -the fundamental basis of an automatic 
of n ard * s P rov ‘ s ‘ on f° r expansion and contraction 
t |, e volume of currency. As the reserve rises or 
s with a favourable or unfavourable trade balance. 
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currency must be automatically expanded or * 
contracted, and adjustment between internal and 
world prices maintained. But under the Indian 
system contraction of currency is not and never has 
been automatic , as is shown below :— 


Year. 

Reverses sold. 

Rupees received 
(rupees in lakhs.) 

Contraction affected 
(rupees in lakhs .) 


£ 

Rs. 

Rs. 

1914-15 

8,707,000 

13,16 

1,05 

1919-20-21 

55,532,000 

47,14 

34,68 


( 2 ) System is We now take tip the second weak- 

not elastic. ness 0 f iJ ie present standard. 

In India, there is a seasonal variation due to 
the requirements for financing the movement of 
crops. In order to provide for them, the currency 
authority is allowed by law to issue currency notes 
upto a maximum limit of Rs. 12 crores against hun- 
dis. This means that there ought to be a plentiful 
supply of genuine hundis . But in practice it is found 
difficult to secure an adequate number of them. 
And this difficulty is due to various factors, e.g., our 
internal trade is financed by a system of cash credits, 
so that on occasions the currency authority has been 
forced to use other means to give elasticity. 

Besides, in case of a great financial crisis, when 
the need for additional cash for the support of credit 
is urgent, this system fails to provide for the emer¬ 
gency. The system is, in short, not elastic. 
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third defect of the present system poi: 
out is that India is the only country in 
which the Government exercise direct 
control over currency in general and over the note- 
issue in particular. Thus the banking and currency 
reserves are separated. This diminishes their capa¬ 
city to effect their specific purpose of stablisation in 
the most economical and efficient manner. 


Moreover, Government control of currency 
reserves results in a dual control of monetary policy. 
The Government controls the currency, but the 
Imperial Bank controls the credit. This results in 
divided control, which is likely to result in divided 
counsels, and failure to co-ordinate. The best course 
should be to concentrate the control in one hand. 


Owing to these defects the system has not the 
Conclusions confidence of the public because of its 
imperfections. 

“The evolution of Indian economic system has 
now reached the stage when her currency can and 
should be placed upon a more simple, certain and 
stable basis.” 


Ppoposais tlVO The Commission has considered 
fop Ref©fm. the following possible methods of 
remedying the defects: 

(i) The perfection of the Sterling Exchange 

Standard. 

(ii) The adoption of the Gold Exchange 

Standard. 

(iii) The adoption of the Gold Standard 

with Gold Currency . 

(iv) The adoption of the Gold Standard 

without Gold Currency . 
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We shall deal with them one by one :— 

fection of P ” They state that the main defects 

the sterling of this standard could be remedied by 
Exchange the following-provisions : 


Standard. 


(a) by a single currency reserve under the 

control of one authority, instead of two 
separate reserves, as at present; 

(b) by selling rupees for sterling without 

limit at the upper gold-point of a fixed 
parity, and by selling sterling for rupees 
at the lower gold-point of the same 
fixed parity. 

By so doing the system would become' elastic 
and efficient. 


But in their opinion, in spite of this, the inherent 
its inherent defects of the system cannot be reme- 

delects. died. 


They are the following :— 

(1) If the rise in the price of silver takes place % 
the silver currency would be threatened ; 

(2) if sterling were!to be divorced from gold, 
the rupee would also be divorced from gold; 

(3) if sterling depreciated, Indian prices would 
have to follow sterling prices, and the authorities 
would be compelled to raise the rate of exchange. 

[ 4 “ T here is undoubted disadvantage for India 

Conclusions. in dependence upon the currency of 

a country, however stable and firmly 
linked to gold.” India has had experience of both 
these alternatives and the evils resulting from them 
are fresh in her memory. 

« Uwr 
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/They suggest that this standard could be sect 
The by providing that the currency autho- 

the Gold 1 ° f ritieS should be compelled b y Law 
Exchange to buy and sell at the upper and 
standard. lower gold-points respectively and to 
unlimited amounts, the currencies of any of the 
principal foreign countries with a gold standard. 


gold. 


By so doing the rupee would be stabilised in 


But they emphasise that there are serious 
defects in the system which would still persist. 


We have already pointed out the evils of the 
Objections Gold Exchange Standard. The Com- 

against it. mission makes them again emphatic. 


The inherent defects are :— 

(1) that, if silver rose in price above the melting 
point of the coin, the rupee would vanish ; 

(2) that it has not the simplicity which is 
essential to secure the confidence of the public. The 
mechanism of an exchange standard is refined. It 
requires some knowledge of economics to understand 
it, and to the majority in India it is unintelligible. 
It is, therefore, not suited to India. 

“The basic right of convertibility that supports 
an exchange standard is too abstract for the present 
conditions in India. The backing which it supplies 
for the token currency is too intangible and invisible. 
Without some backing more simple, more certain 
and solid, confidence in the stability of the currency 
can grow more slowly than it should.” A backing 
more certain, simple and solid, must be provided. 




n public opinion will have confidence i 

nn 1 ^ 4- _ 7 J T i • 1 - 


/ t - ”*** AX «- V ^ ^Uiuiuence lCUUMl 

Jg on y, and that is It will supply a real 

^ th S1 f b > mi ' They WGre thuS Ied to the conclu- 
sion that it was necessary to establish a sure basis 

litv of tV°V^ e externa1 ’ but the internal convertibi- 
gJlcl hG ken CUrrenCy of India int0 metallic 


(Hi) The 
Proposal 
fop a Gold 
Currency. 


The Finance Department of the 
Government of India presented a 
scheme for a gold currency before the 
Commission. 


The chief objects of the scheme were — 

„ , ( a ) to dethrone the rupee from its position as 

the u OU1 ? i unhmited Je gal tender, so that 

the threat inherent in our present system of the rise 

m the price of silver would be eliminated ; 

(b) to cure the uneconomical habit of the 

stote of pe ? ple , of hoardin g the precious metals as a 
v by , assunn g them through the instru- 

whfch thev a 8 f d CU r enCy> that the same measure 
which they mete out, in gold value, by way of 

thIS p flent ° r deP m Slt Y‘ th a bank ’ wil1 be meted to 
them again, in gold value. 

The scheme had for its essence the gradual 

S e s”h““ of and ca “ tiou r s ^option of a gold cur- 

various e « ,f ncy ■ India Wl£ hm ten years bv 
various stages beginning with the buying and selling 

of gold bars by the Government. For in hf 

first place the rupee could not be made limited legal 
tender unless the present holders were Sen an 
opportunity to convert them into gold, the esti- 

S SS e ° r ! q lS d ®mand for conversion was 
I s. 110 crores. Secondly, sufficient gold would 
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to be accumulated for the eventual adoption 
a'gold currency. The total amount of gold required 
for introducing the scheme in all its stages was 
estimated at Rs. 137*2 crores. \ 

(2) The rate of exchange suggested was Is. 6 d. 
per rupee. 


(3) And the management of Paper Currency 
and the conduct of Government remittance were to 
be handed over to the Imperial Bank of India. 

The Commission, after carefully considering 
the scheme, rejected it. 


poid «ui>- They considered various important 

nacessanT points in connection with this scheme. 

In the first place, they took into account 
( A ) Effect° f the effect of the absorption by India 

for'gold. emand of enormous quantities of gold (esti¬ 
mated at Rs. 137*2 crores in addition to the normal 
demand for arts, hoards etc.) on the supplies of 
credit, the rate of interest, and gold prices, through¬ 
out the world. 


From the evidence which they received from 
eminent men like Professor Gustav Cassel and Mr. 
Joseph Kitchin, they were led to conclude that 
unless economy was exercised in the use of gold, a 
prolonged period of steadily falling commodity 
prices in the world was expected. Various European 
and other countries were trying to return gradually 
to the gold standard or the gold exchange standard 
after the War. To their demand for gold would be 
added the extra demand from India, which would 
cause increased competition for gold, and lead to a 
-Substantial fall in gold prices and a substantial 
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■ilment of credit. And the fall in gold prices^ 
curtailment of credit would on the balance be 
unfavourable for India. 


- Besides, it was expected that the United States 
ot America was not in a position to spare the gold 
that India would need every year. 

It was also uncertain what amount of gold 

(B) Uncertainty wouId be necessary for gold currency 
as regards every year, nor was there any surety 

ofgoid*demand? tbat tbe additional demand for gold 
would be spread over the period of 10 
years, as required by the scheme. 

contrary, there was the possibility 
o. a. part of the notes being replaced by gold which 
had its own attractions for the Indian public. 

Besides, the decline in the value of silver 
resulting from the proposal of gold currency would 
lead to a loss of confidence by the people, and its 
value would diminish as a store of value, and gold, 
would be absorbed in much larger quantity for non¬ 
monetary puroposes. 


It was suggested before the Commission that 
if gold currency were introduced into circulation and 
if exchange were stabilised, the result would be so 
to increase confidence that gold would come out from 
the hoards into circulation and for investment. But 
in the opinion of the majority the mere act of put- 
into circulation would not develop the 
banking and investment habit. 


1 he scheme also involved the reduction 
° ble proportion of gold and sterling securities in 
thi Reserve to gross note circulation, during the 


<SL 

cent. That proportion 
was, in the opinion of the majority, too low for 
safety, especially during a bad year in India. 

The estimate of the initial demand for gold 
laid down in the scheme was Rs. 50 crores. But 
the majority would not put reliance on this limit. 
For they considered that, as soon as it would 
become known that the status of the rupee was 
threatened, holders would probably get rid of every 
rupee they could spare and get the silver coins 
converted into gold coins. 

In conclusion, if, the amount of gold needed 
and the period of absorption of 10 years increased, 
the difficulties would be intensified and the cost of 
the project would be increased. 

They also dealt with the effects of the pro- 
(c) Effects on posals on China. The catastrophic 
Chlna - fall in the price of silver in terms of 

gold, which would take place, would induce China to 
demand gold as a basis for instituting gold as the 
standard instead of silver. This would lead to a 
reaction on Chinese trade, and as China is a grow¬ 
ing market for Indian cotton and cotton goods, 
India would suffer in turn. 

As regards the question of credits, Great Britain 
tbi required ° f would not be able to act alone with- 
credit. ^ out the co-operation of America. 

But the United States of America would not 
support a scheme which would give a death blow 
to her silver market, for she has had traditional 
interest in silver, so that there would be unsurmount- 
able difficulties in obtaining the necessary credit. 
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'hey also considered the effect on silver hoa: 

which are the only store of value for 
poorer classes. These are deeply 
interested in the value of silver bullion, and by 
instituting a gold currency their store of value 
would depreciate nearly 50%. This would mean 
heavy losses for the poorer classes. 


Besides, the future of the silver market was 
(F) Effect on the quite unc'rtain. However, from well 
saver Market. directed enquiries they came to the 
conclusion that there would be a diminution in its 
demand in the future. To add to this, if gold cur¬ 
rency were resorted to by India, it would mean aug¬ 
menting the demand for gold, which threatened to 
be in increasingly short supply, and would lead to a 
further depression of the gold price of silver. 


Conclusion, 


Sir Basil Blackett wrote in his memorandum, 
“if the effect of a decision to attempt 
the change to gold in India is going to 
be to upset the gold standard in the United States 
or in Europe, India has clearly nothing to gain 
by the attempt .” In the opinion of the Commission 
the attempt would be very likely to have the conse¬ 
quences to which he referred. It would upset the 
monetary standards of various countries and lead to 
higher interest rates and economic depression, which 
would react on India. They, therefore, rejected 
the scheme. 


Before outlining their scheme for a standard 
Bunion G ° ,d most su * tec * to I n di a > they emphasize 
standard. the economic reasons against gold in 
circulation. 
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>nomic reason 
against gold in 
circulation. 

reduced : so 


Sl 


in the reserve were transferred 
circulation, the structure of credit that 
can be built on the reserve would be 
that the greater the proportion of gold 


in circulation the less would be the elasticity of the 
currency system. “In a system that consists solely 


of gold' coins there could be no elasticity, because 
the currency could only be increased by taking pay¬ 
ment in gold for the balance of exports over imports 
and it could be decreased by the contrary process 
only. In short, the less the gold in circulation, the 
more will be the gold in the reserves and the greater 
the elasticity of the structure of credit that can be 
built thereon. Gold in circulation is of uncertain 
value for the support of exchange. 


What then is the' currency system which they 
favour ? The system they recommend for India 
may be described as the Gold Bullion Standard. 


Its essentials. 


The ordinary medium of circulation in India 
should remain as at present—the 
currency note and the silver rupee. 
Although gold should not actually circulate as 
money, gold is made the standard of value and the 
rupee is linked to gold. “It must not circulate at 
first and need not circulate ever.” 


In order to secure this, an obligation is to be 
imposed by Law on the Currency Authority — 


(a) to buy and to sell gold without limit at rates 
determined by the fixed gold parity of the rupee; 

(b) but in quantities of not less than 400 fine oz.; 

(c) no limitation'' being imposed as to the purpose 
for which gold is required. The fulfilment of this 





Ration will secure the stability of the gold v_ 

the rupee and stability of exchange within specie- 
points. 


iL 


Since gold bars are to be given in exchange for 
notes or silver rupees, not for export only bat for any 
ptirpose, this is not an exchange standard. “It is an 
absolute gold standard. Nevertheless the compen¬ 
satory mechanism of the exchanges is preserved, be¬ 
cause gold bars are not currency.” When gold bars 
are given by the currency authority in exchange for 
notes or rupees, the currency becomes contracted-, 
and when the reverse process takes place, the cur¬ 
rency is expanded. It establishes the principle that 
u gold is the standard of Indian currency at a fixed 
ratio , and that the currency authority admits it , and 
must maintain it." 


A sound gold standard postulates a statutory 
The Limitation obligation upon the currency authority 
indiT case of to k u y an d to sell gold at a price 
which is equal to the par value of the 
monetary unit. 

This obligation constitutes “the cardinal condi¬ 
tion and compelling force ” for the maintenance of 
the stability of the gold value of the rupee and 
through it the stability of exchange. 

But they state “in the case of India there is a 
difficulty in the way of imposing this obligation in 
this form ’. India demands gold both for monetary 
and purely social uses, and this latter is to be seri¬ 
ously taken into account. For social uses India 
has always absorbed gold in important amounts, and 
is likely to do so in important amounts in the future. 
In India at present an admirably organised bullion 
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market supplies the needs of the public for gold, and 
the price at which gold is sold includes the cost of 
importing it and profits of the sellers. But if the 
currency authority is compelled to sell gold at a 
price exactly equal to the par value of the rupee, it 
would not take account of these items, and it would 
become the cheapest market for gold in India. There¬ 
fore, not only would the bullion market be destroyed, 
but it would also be extremely difficult to maintain the 
value of the monetary unit at parity with gold. For 
m order to satisfy the demand for gold, the authori¬ 
ties would have to attract a steady flow of gold into 
its reserves, and the means to do so would be a rigo¬ 
rous and continuous contraction of credit which 
would be detrimental to the economic progress of 
India. 

‘‘It is essential, therefore, that the conditions 
which are to govern the sale of gold by the currency 
authority are to be so framed as to free it in normal 
circumstances from the task of supplying gold for 
won-monetary purposes .” In order to achieve this 
object, they have made proposals for fixing the selling 
prices of gold. This, then, is to be the limitation in 
the case of India. 

But India will retain complete freedom to buy 
gold in the market as at present and the bullion 
market will remain the ordinary source of supply 
°f gold for non-currency purposes. The currency 
authority will not supplant the bullion market or be 
mvolved in supplying gold for ordinary internal de¬ 


mands for non-currency purposes. 




Commission as a result of this adop¬ 
tion of the Gold Bullion Standard- 
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That the buying and selling of gold bars by the Governii 
makes it impossible to have any gold coin as legal tender * 
Thus the sovereign will have no place as legal tender. 


(2) That in order to have some direct means of making the 
standard known to the masses, gold savings certificates » 
redeemable in three or four years and yielding interest to one 
who buys it, should be issued. 


(3) That new notes are to be issued which should be made con¬ 

vertible into gold bars and not in silver rupees. Thus a more 
solid right of convertibility is attached to them than they 
ever had before. But the old notes must continue to be 
converted into silver rupees. 

(4) That the coinage of the Rupee should be stopped until 
rupees in circulation are reduced to the amount required for 
small change. The object is to enable silver to be eliminated 
in course of years. 

(5) That one-rupee notes should be re-introduced, but should not 
be convertible by Law into silver rupees. 


(6) That the Reserves should be amalgamated and the pro¬ 
portions and composition of the combined Reserve should bo 
fixed by Law. This is a provision essential to any currency" 
system in order secure to the automatic expansion and contrac¬ 
tion of the currecy and their effect on the exchanges in accord¬ 
ance with the needs of the country. Thus they lay down that 
gold and gold securities should form not less than 40 per 
cent, of the total. 


The first great advantage claimed by the 
The Advantages Commission for their proposed system 
claimed for this is that it is so simple that it would 
scheme. establish confidence in the stability of 

the currency very quickly. This standard fulfils the 
essential condition that it should not be stable merely 
but simple and certain. It provides the token cur¬ 
rency with a right of convertibility that is intelligible 
to the un instructed, and with a backing that is 
tangible and visible. 

Besides, those, who advocate the introduc¬ 
tion of a gold currency state that a token currency 
of notes inconvertible for internal purposes is the 
ideal end towards which India should work. 
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suggested by the Commission carrif 
very far along the road towards the end. 



The scheme has the advantage of setting up 
almost immediately a full gold standard (as a pre¬ 
liminary to the ultimate adoption of gold currency). 

There has been general agreement that it is 
difficult to introduce gold currency at once. The 
alternative, therefore, is to make provision for the 
gradual strengthening of gold reserves in such a 
manner as to avoid disturbance to the world’s gold 
and silver market, whilst incurring the minimum of 
expense. This would certainly not upset prices and 
disturb Indian business and trade. The scheme 
proposed would do this successfully. 


Apart from the economic loss to India, the 
existence of a large volume of currency in the hoards 
is a formidable obstacle to the efficient working 
of any currency system. As long as the circulat¬ 
ing media of the country, whether silver coin or gold 
coin or notes, are employed for hoarding, the con¬ 
trol of the currency authority over expansion and 
contraction of currency must be uncertain and there 
must be a possibility of fluctuation of prices. And 
the mere substitution in the hoards of one kind of 
coin for another is no remedy at all for this evil. 

But the system would encourage the habit of 
banking and investment by creating confidence and 
discourage the habit of hoarding precious metals. 

We shall now deal with the second recom- 
(B) The mendation of the Commission with 

Reserve, regard to “ the authority who should 
«.° f control the working of the standard.” 

It is necessary to know in the first 


u 
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chief objects and functions of Cen 



In general, Central Banks are entrusted with 
ts and the sole right of note issue and the 
function^of responsibility of maintaining the stabi - 
Central Banks. ^j ie currency. When Banks 

possess this privilege of note issue, an elastic currency 
can easily be provided by expanding and contracting 
the volume of currency to meet public requirements. 
They are the custodians of currency and banking 
Reserves and of the cash balances of Government. 


An ordinary bank mobilises the savings of indivi¬ 
duals, but a Central Bank is the Bankers’ Bank which 
mobilises the surplus money of the Banks and makes 
it available for those who need it. It thus makes 
possible for the money of individual banks to do 
many times the work it would do if left as a separate 
institution without a Central Bank. Then again, in 
times of financial crisis, it can come to the help of 
various banks of the country by extending credit 
facilities liberally and by upholding the credit of the 
cotjjftfy, and thus diminishing the probability of a 
crisis ending in a crash. They, therefore, uphold the 
credit of the country and guide its financial policy. 


It is also essential for the development of bank¬ 
ing generally that the foundations of the credit orga¬ 
nisation should be truly laid. 

But this is possible only if there is a Central 
Bank. To rediscount bankable bills is the principal 
function of Central Banks. This function is of the 
greatest economic importance, because it would 
enable the commercial banks to turn into cash, when 
necessity arises, a maximum of their assets with. 
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mum of disturbance. Not until then does the 
ommercial bank’s most legitimate asset, which is 
a snort-term advance against goods in the form of 
lis °t exchange become a quick asset that would 
quickly realised. The bills become their secondary 
reserves. J 


• - At Present, the control of exchange and credit 
m India is in the hands of two distinct authorities. 

he evils that arise from this separate control we 
nave already enumerated. To avoid these evils we 
need the institution of a Central Bank. 

But, who is to he entrusted with these functions'* 
It is either the Imperial Bank of India or a new 
mstitutmn which could substitute it. But they say 
that the Imperial Bank would not be suitable in 
discharging the duties of a true Central Bank, and 
mis is so for various reasons. 


It would be precluded from undertaking a 
great many tasks which it now performs as a com¬ 
mercial bank successfully. 

The country would then lose the benefit of the 
elaborate and widespread organisation which has 
been set up throughout India for giving banking 
facilities in this country. Far from that, the Bank 
should be freed altogether from the restrictions which 
the ch irter imposes upon it, and which have their 
origin in the hybrid character of the functions which 
are originally assigned to it. 


Therefore a new organisation is found necessary, 
and the Imperial Bank itseif with its various branch-* 
es can work as the Agent of the Central Bank. 
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name of the Bank suggested is 
details of 4 Reserve Bank of India' Some general 
the new Bank. features suggested by the Commission 


need mention: 


(a) Its capital must not be very large ; Rs. 5 crores is sufficient. 

(b) A fixed preferred dividend is suggested for payment to the 
share holders and a share of profits to the Government. 


(c) Its administrative machinery is to be on the same lines as that 

of the Imperial Bank of India. 

(d) It is clearly laid down that this great bank should be free from 
political pressure and its constitution is made democratic. 
There is to be a Central Board of 14 members, 9 elected and 
the rest nominated. 


(e) No member of a Legislative Council can be nominated on the 

the Board nor is the representative of any commercial bank to 
be appointed on it. 

(f) Its destination will be Bombay. 

Various suggestions have also been laid down in detail with regard 
to its Reserve Fund and the share of the Government. 


We have already summarised the important 
The Business of functions of a Central Bank. By all 
the Bank. means all these will he the functiotis 

of the new Reserve Bank. 

(1) They suggest that the power to buy and sell, 
in the market, bills of exchange and to rediscount 
them, promissory notes, or other commercial paper, 
arising out of hona fide commercial or trade transac¬ 
tions, bearing 2 or more good signatures, and having 
a maturity not exceeding 90 days should be given 
to it. 


(2) It has to do remittance operations of the 
Government of India and in London. The business 
of remittance is essentially banking business, hence 
it is its legitimate function. The Government will 
thus cease directly to operate on the exchange 
market. 
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nntain 


Besides, as an obligation is laid to maint_ 

e value of currency, and as remittance operation 
has an intimate connection with this first operation, 
logically both the functions should be centred in 
one institution. 


(3) It should decide for itself the method of 
remittance operations, but they suggest that public 
purchase of sterling in India is an adequate 
'method. 


(4) It may make and issue bank-notes.* 

(5) It may buy and sell gold, whether coined or 
uncoined. 

(6) It may act as agent for Government of 
India and Provincial Governments in the transac¬ 
tions that are laid down by statute, and manage their 
reserves. 


(7) It may open accounts in foreign countries 
and act as agent of any bank carrying on business 
m or outside India. 

As this bank has to be the safest institution for 

whfchaheBank the countr y> there ought to be various 
should not do. restrictions. The restrictions! put on 
the Bank are that— 

(1) It shall not engage in trade or have a direct 
interest in any commercial, industrial or other 
undertaking, i.e. generally commercial business 
should not form a part of its transactions. It may, 
however, be said that discounting and rediscounting 
bills of exchange are themselves commercial trans- 

•See Chapter on Paper Currency. 

tFor detailed functions and restrictions, see Schedule II of the Report. 
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True, but this function is given 
for various reasons which we have already 
enumerated. 


(2) It shall not advance money on mortgage 
generally. 

(3) It shall not make unsecure loans or advan¬ 
ces. 

(4) It shall not deal in Bills which are not 
payable on demand. 

(5) It shall not accept money for deposit on a 
fixed term nor pay interest on credit balances. 

(6) It shall not purchase its own shares or 
shares of any other bank or corporation. 


SECTION I—Ratio of Stabilisation. 


IV. Ratio of 
Stabilisa¬ 
tion to be 
Is. 6d. 


For the reasons given below, the majo¬ 
rity recommend the rate of exchange 
to be Is. 6 d. for the rupee (in relation 
to gold). 


(a) The chief reason they state is that, at the ex- 
1 Adjustment change rate of Is. 6 d ., prices in India 
of Indian to have already attained a substantial 

world prices. measure of adjustment with those in 

the world at large, and that any change in the rate 
would mean a difficult period of readjustment. It 
would lead to wide-spread economic disturbance 
which must be avoided. 


If it can be shown that prices have to a great 
degree adjusted themselves to the existing de-facto 
rate, then that rate must be adhered to and that such 
an adjustment has taken place is a matter of fact . 
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the beginning they recognise that “ 
are not an infallible guide, and that there 
are many directions in which they might lead one 

astray. In India there are special difficulties in 

the way of compiling a representative index figure 
owing on the one hand to the great size of the 
country and the cost of inland transport, and on the 
other to defects in the statistics on which the com¬ 
pilation is based.” 




Bearing the above reservations in mind, they 
proceed to examine the data available to prove that 
Is. 6 d. is the de facto ratio, and in doing so, they 
take into account the indices of wholesale prices 
compiled at Calcutta and Bombay, and especially 
the former. 








Mutual adjustment of prices and exchange to world price level. 


Rate of exchange 
(nearly.) 

Rupee price 
level. 

Is. 3d. 
gold. 

176 (limits 

170 & 181.) 

Sharp rise to 

1 s. 6 d. gold. 

1 s. 6 d. gold. 

Fell from 179 to 157 


XSI, 


During period. 


World gold 
prices. 


December 1922—June 1924. 


Approximately 
the same. 


cn 

00 


July 1924—January 1925. 

—June 1925. 


June 1925—March 1926. 

1 s. 6 d. gold. 

158 (limits 

Approximately the 

163-153.) 

same at the end 



of the period. 
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data given by the majority have bee: 


Sl 


'anged in a tabular form as above. Treating the 


statistics in the most generalised way and disregard¬ 
ing minor movements, the conclusions drawn by 
them are that— 


(1) During the 18 months, while the rupee was 
worth about Is. 3d. gold, the rupee price level 
ranged round a mean of about 176. 

(2) In the succeeding year, while the rupee was 
rising to Is. 6 d. gold, the rupee price level fell 
below 160. 


(3) Since then, while the rupee has remained, 
or has been held, at about Is. 6 d. gold, the rupee 
price level has ranged round a mean of about 158 , 
with a recent tendency to fall in sympathy with 
World prices. But the level of world gold prices, as 
indicated by the wholesale price index figures of 
the United States of America and the United 
Kingdom, was (in spite of intermediate fluctuations) 
approximately the same at the beginning of period 
(1) and at the end of period (III). 

Thus, “it is natural,” they state, “to conclude 
Conclusion that, during the period of change, there 

drawn. W as a mutual adjustment of prices and 

exchange, and that a substantial equilibrium was 
attained about the middle of 1925 and has been 
since maintained.”* 

(b) A further indication of the equilibrium bet¬ 
ween internal and external prices during the last 12 
months preceding August, 1926, is to be found in 

* They have also shown the nature and extent of the tendency towards 
adjustment by means of graphs, and the reader is referred to paras 185,186 # 
187 of the Report. 
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Readiness of exchange. Exchange 
sm by which differences in these two 
are adjusted and by which they are kept 
When exchange remains steady over a 
period, it may be inferred that there are no 
to be adjusted. Thus as the exchange 
over a long period, it meant that Indian 
adjusted themselves to world prices. 


Sl 


is the _ 

price levels 
in unison, 
fairly long 
differences 
was steady 




(c) It is relevant also to consider the course of 
India’s foreign trade. It would naturally be affected 
by any disequilibrium between external and internal 
prices. But the general trade of the country taken as 
a whole showed no sign of the imposition of this dis¬ 
equilibrium. The foreign trade was steady and there 
were no adverse circumstances. 


The majority inferred on general grounds 
n. Adjustment that considerable progress has been 
of wages. made in the process of adjustment of 

wages with the present level of prices and exchange. 
Prices are bound to react on wages and particularly 
so in India, because a much larger percentage of 
wages is spent on foodstuffs than in Western countries 
and that therefore there is a very necessary 
ultimate adjustment of wages to the price of food¬ 
stuffs. And this is true as recent history of Indian 
prices manifests itself. 


Then again, were exchange and prices steady 
over a considerable period, one should feel justified in 
assuming that wages were in adjustment, unless there 
were any clear indications to the contrary. 

The statistics of foreign trade strengthen the 
assumption. Nor is there any indication of any 
mal-adjustment of wages paid by manufacturing 
industries generally. 
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feet on 
contracts. 


also relevant to consider how contrac 
will be affected by the Is. 6 d. ratio. 


Sl 


(a) In the first place, it is true that Land 
Revenue and other long-term contracts were settled 
when exchange was at Is. 4 d., but they state that, in 
view of the" great rise in prices since 1914, the real 
incidence of Land Revenue measured in terms of 
commodities has been very materially lightened, 
and that the Is. 6 d. ratio will not be a hardship in 
this respect. 


(&) Besides, it cannot be contended that con¬ 
tracts concluded prior to 1918 bulked more largely 
in the economic life of the country than those 
concluded after 1918, during which period the 
exchange was in a state of flux. 

After the prolonged disturbances which have 
taken place, it is impossible to do justice to the 
long-term debtor or creditor by fixing any particular 
ratio of exchange. 

Thus, they conclude that the least disturbance 
Would be caused and least injury done to ad interests 
by adhering to the de-facto ratio. 

(1) It is argued that Is. 6 d. rate came into 
Majority’s being through Government manipula- 

consideration of tion of the currency, and that a rate so 
teSTto established can be disturbed with less 
is. 4 d. ratio. harmful results than would follow 
from the disturbance of the rate which has been 
produced by the interplay of purely commercial 
forces. 


The answer of the majority is that, in the first 
place, this is not supported by facts, and that in the 
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stabilisation of the rupee it is the facts of 
^.isent that must be faced. When prices and other 
factors are in adjustment with those in the world at 
large on the basis of an existing exchange rate, the 
question of the means by which that rate came into 
existence has no bearing on the extent or violence 
of the economic disturbances which would result 
from an alteration in the rate. 


(2) It is said that Is. 6 d. ratio will accentuate 
the fall of prices in India resulting from the fall of 
world gold prices, such as took place in the year 
1920. 

But the Majority state that this was quite 
unlikely to come about. The economic conditions 
of to-day are very different from those prevailing in 
1920. Besides, if the world’s gold production in the 
future should fail to keep pace with the demand, a 
period of falling prices would set in. But experience 
shows that the price movement due to such a cause 
would be slow and gradual. 

Certainly India would suffer with the rest of the 
world from a long period of depression resulting 
from falling prices, but they state that this risk would 
be there whether the exchange were at Is. 4 d. or at 
Is. 6 d. 

(3) The Majority state that the reversion to Is. 
Ad. would affect the budget adversely and considerably 
immediately. They estimate the loss per annum at 
somewhere near Rs. 6 crores. This would certainly 
mean an increase in taxation, and also as regards the 
railway budget, an increase in rates and fares. And 
these in their turn would disturb the trade and the 
commerce of the country, and increase the cost of 
living of salaried servants. 
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(4) They state that a reversion to Is. Ad. would 
ana general rise in prices of 12$%, a change which 
would be severely felt by consumers generally, and 
specially by the poorer classes. It would also mean 
an arbitrary reduction of the real wages of labour. 
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(5) They state that the effect of the change to 
Is. Ad. on foreign trade would be immediate and for 
a time convulsive. The sudden fall in exchange 
flight create a boom which would be followed later 
by a slump. 


SECTION II—Arguments of the Minority. 

Sir Purshotamdas Thakurdas, in his minute of 
(i) is is. 6 d. the dissent, states that to fix the rupee at 
e -fact° ratio ? i s . because it is the de-facto rate, 
is a premise which is not entitled to the slightest 
Weight. The reasons for this strong opinion are 
many. In the first place, the legal standard of 
money recommended by the Herschell Committee 
Was Is. Ad., to the rupee and this remained effective 
u P to 28th August, 1917, for a continuous period of 
nearly 25 years, and although it was disturbed during 
the War, it was the action taken on the Babingtom 
~mith Committee that deliberately threw it out as 
the de-facto ratio, and fixed an unnatural rate of 
As. gold. 


But when the attempt to stabilise it at 2s. gold 
The opportunity was abandoned, and the rupee "was 
1 j. 4 ' . . all °wed to adapt itself to market 

conditions, it reached approximately Is. 4d. gold in 
September, 1924. Here then was an opportunity to 
stabilise the rupee at its long established legal 
-^andard of money payments ; but in spite of the 
suggestions in the Legislative Assemly to restore it,. 
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lovernment of India declined to favour thes^TMo- 
Besides their telegram of the 11th October 
1924 (when exchange was about Is. \d. gold) to the 
Secretary of State, “showsthat their policy then was 
to look for, in other words, a permanently higher rate 
than Is. 4d. gold. Subsequently, when in April, 1925, 
the pound sterling reached gold parity, the Govern¬ 
ment of India were able to talk of this new ratio as 
Is. 6 d. gold, instead of Is. 6 d. sterling.” 

He further considers how the rate of Is. 6 d. 
How was is. sterling was reached. According to 
6d. reached? him the rupee was maintained at Is. 
6 d. by “the official administration of the currency 
There was deflation of currency accomplished by 
preventing the expansion of the currency to the 
extent normally required by India, as is shown in the 
following table. 


Annual Average. 

Expansion of currency. 

Pre-War. 

Rs. 20 crores (and above.) 

1921-1925 

Rs. 11’12 crores. 


It may be argued that deflation was necessary 
during this period in the interest of 
(?) Deflation of the country. But there were circum¬ 
stances which go to prove that more 
currency was deflated than was rcqxnred (or the 
normal expansion of currency was prevented). 

(1) In the first place, the Imperial Bank of 
India rate went as high as 8 per cent, towards the 
end of 1923, and remained there for the first half of 
1924. 
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The fact that there was stringency 


Jl 


rket was even admitted by the Government to be 
the result of “the direct outcome of Government 
action in contracting currency, or rather in placing 
strict limits on possibilities of expansion.”* 


,n WhiIst the currency was being administered in 
correcUveinade t ^ s manner » the natural corrective to 
impossible. w in exchange —the tender of gold 
at the currency offices—was made impossible for 
practical purposes by the retention of the fictitious 
ratio of 2s. on the statute book. The gold imported 
mto India could not function as currency and was a 
mere commodity. 


Ratio i£ esic * es ’ tlle content ion that Is. 6 d. ratio is the 
established since de-facto ratio because it has been 
October 1924. established since October, 1924, has no 
truth in it. Sterling was not on parity with gold 
tlU June, 1925. From October, 1924, onwards the 
rupee was not Is. 6d. gold, but Is. 6 d. sterling. The 
rupee did not reach Is. 6d. gold till June, 1925, when 
sterling reached gold parity, and this rate has, 
therefore, prevailed only for a year. 


Sir Purshotamdas next considers the statistics 
produced by the Majority to prove 
that at the rate of Is. 6 d. per rupee, 
prices in India have already attained 
a substantial measure of adjustment 


*'• No ad¬ 
justments 
°F Prices to 
* Is. 6d. 

•’atio. 


Octjb. 1 r h 19 ' 4 iCer0y ' S telegram t0 the Secretary of State, dated the 8th 


datedUheloth fwj? ? fin!f er3m . 0f £ h u Secrc;ary of State to ‘be Viceroy 
co 1 * ° 1 1 In expressed himself as follows - 

to ni e however that the vital consideration is not so much ihe 
string™ ^ f cX 1 c t h f l D ^ e at the moment as the avoidance of such abnormal 
ngency as might threaten the financial and economic position,.” 
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those in the world at large. He dividi 
Examination of prices® into three main parts. 



After the rupee touched Is. 6 d. in June, 1925, 
(l) Prices from f or s i x months there was a rise in 

June 1925 to - _ _ .. 

February 1926 . Calcutta Index Number. But sterling 
reached its pre-war parity in June, and the index num¬ 
ber of sterling price was 158. Since then it steadily 
fell to 149 in February, 1926. 


Period. 

Calcutta Index Number. 

Sterling prices. 

June 1925 

157 Steady rise. 

158 Steady fall. 

January 1926... 

163 


February 1926 

158 

149 


Thus, as the table shows, while there was a fall 
of 9 points in the British Index Number, there was, 
on the contrary, a rise of one point in the Calcutta 
index-number (when the rupee touched Is. 6 d. gold)- 

Then again, from the following table the con¬ 
clusion becomes inevitable that the fall in Bombay 
prices was due to the fall in gold prices themselves 
over the world and not to any adjustment of Indian 
prices to Is. 6d. 


* “We had before us a statement from which I have taken the figures 
used by me in this note. The figures relied on by my colleagues are also 
based on the same statement.*' Sir Purshotamdas Thakurdas. 
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He then examines the contention of the Majority 
( 2 ) The course that the fall in rupee prices in the first 
December 1 ?^ °f 1925 represents “the tendency 

to June 1925. of those to adjust themslves to the rise 
, . * n exchange.” The figures given by 

nim are arranged in the following table :— 


Period. 

% gold parity of 
the rupee. 

World gold prices. 
(Index Number.) 

Calcutta prices. 
(Index Number). 

December 




1922... 

95 

156 

176 

June 1925 ... 

113 

157 

157 


The figures show that the adjustment of Indian 
/>nc<?s to world prices was only partial till June , 

li?f* Because > as S° ld P arit Y rose 19% (from 95 to 
the adjustment to be complete should have 
jneant a corresponding fall of 19% in the Indian price 
tevel, t.e., a fall of 33‘5 points in the Calcutta Index 
tunber. But the actual fall was of 19 points only 
(from 176 to 157). 


v, r.. * The Calculta Inde * Nutn ber fell 5'3 points, a figure which corresponds 
sion ClOSeIy Wlth * aI1 in Bomba y Number and strengthens the same condu¬ 
it 





















mi$r#r 


178 



of prices from 
July 1922 to 
February 1926. 


<SL 


He then takes the whole range of price 
movements from July 1922 to Febru¬ 


ary 1926. 


Period. 

% gold 
parity 
of the 
rupee. 

World price 
level. 
(Index 
Number.) 

Calcutta 
price level. 

(Index 

Number.) 

Average of 
Calcutta and 
Bombay. 

(Index 

Number). 

July 1922 ... 

90 

155 

181 

1S5 

February 





1926... 

144 

155 

158 

155 


The conclusions drawn from the above table are 
that the world price level was exactly the same at the 
beginning and end of this period. And when there 
was an increase of 21% in gold parity of the rupee 
there was a fall in the Calcutta Index Number of 
23 points. But on a 27 % increase in gold parity of 
the rupee, a fall of 49 points should have occurred to 
bring about complete adjustment of Indian to world 
prices. Thus a fall of 26 points, or more than half 
the adjustment was still to come in February , 1926. 

Taking the average of the Calcutta and Bombay 
Index 'Numbers we find a fall of only 30.points 
against 50 points (27 per cent, of 185) to be expected 
for full adjustment. 

1 hus at the rate of Is. 6 d. per rupee, prices in 
Conclusions. India have not attained a substantial 
measure of adjustment with world 
prices, but the greater part of the general adjust¬ 
ment to Is. 6d, by a fall } has still to come. 
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’ ;/y As regards Wages, Sir Purshotamdas concludes 
am. No ad- that no adjustment either in agricul 

justment of 
Wages to 
1s.6d. ratios 


<SL 


tural, industrial or clerical wages 
has taken place, and none would here¬ 
after, without a struggle. He proves 
the truth of this statement by the help of statistics. 

(a) Agricultural Wages. From the statement 
submitted by Mr. Ginnings of the Labour Bureau in 
Bombay, it was found that in the various divisions of 
the Bombay Presidency the increase in the wages of 
labour between 1913 and 1925 was as follows:— 


Areas. 

Class of labours. 

Percentage Increase . 

I Rural 

Field. 

106 

it ••• 

Ordinary . 

86 

M ••• 

Skilled . 

109 

H Urban 

Field. 

121 

»» ••• 

Ordinary . 

104 

•• 

Skilled . 

116 

In the a 

Dsence of any other data, these figures 


1 J L O O- 

fa.1 agricultural wage level in India, there being no 
evidence of a decline in wages from any part of the 
country. 

(b) Industrial Wages :—Regarding the indus¬ 
trial labour, the figures submitted were .is follows:- 


Industry. 

Index number 
for 1914. 

Index number 
for 1925. 

Bombay Cotton Mill 

100 

232 

Jute Mill . 

100 

150 
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tom no part of India was there any sugges' _ 

-industrial wages had a tendency to fall. Be¬ 
sides, increase in wages lagged behind the rise in 
prices since 1914. Ihe variations in the Jute Mills 
in Bengal are shown as follows: 


Date. 

Index Number of 
Calcutta wholesale 
prices (30th July. 
1914=100.) 

Wages. 

(1913=100,) 

May 1918 

173 

110 

January 1920 

218 

140 

April 1925. 

169 

150 


This illustrates the very slight connection, over 
a considerable period of time, between variations in 
the cost of living and in wages. He also lays stress 
on the inability of the Industrial wage-earner to re¬ 
concile himself to any decrease in wage, even on the 
ground of the appreciation of the rupee in gold, as 
was proved by the strikes of the Bombay Mill-hands- 
in 1923 and 1925. 


Even with regard to the employees on the State 
railways there has been no reduction in wages. Thus, 
in the North Western Railway Locomotive Work¬ 
shops at Lahore, the average increase in monthly 
wages of unskilled workmen in 1922 was 220, nor 
was it suggested by any official witness that the 
Government contemplated any reduction in the 
wages of their employees on the ground of the 
appreciation of the rupee in relation to gold. 

(c) Clerical Wages -The official figures suppli¬ 
ed with regard to wages of clerks, in the City of 
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bay in 1924, showed a percentage increase of 
nearly 77 over 1914. 


The Indian cost of living index number in 
Conclusions. March, 1926, was 155. Any increase 
in this cost consequent on a reversion 
to the Is. 4 d. ratio (even assuming that adjustments 
to Is. 6 d. have fully taken place) would not exceed 
12 J per cent., even then there would remain a clear 
margin to cover , as is shown by the figures of wages 
(except in the case of the labourer in the Jute Mills 
and mines in Bengal). “Besides, an adjustment in 
wages to the Is. 6 d. basis, if it has to be enforced, 
will therefore entail a long and bitter struggle bet¬ 
ween Labour and Capital, with consequent disturb¬ 
ance in the economic organisation of the country.” 

Sir Purshotamdas next considers the effects on 
»v„ Effect contracts. It has been urged that a 
on con- change to Is. 4 d. will prejudicially 

tracts. affect outstanding contracts of a short 

term character. He refutes this argument by con¬ 
sidering the effect on various forms of contracts. 

(a) Commercial contracts :—It has been acknow¬ 
ledged that for all commercial transactions exchange 
can be covered for a period of 12 months ahead. If 
a businessman kept his contract open, it would be his 
own fault. And particularly since 1924, when it was 
widely known that the statutory 2s. ratio was to be 
changed, no careful businessman can be justified in 
not covering his exchange. 

(b) Industrial and commercial borrowing :-The 
industrial and commercial corporations borrowing 
over a period of 20 or 30 years, would not be prejudi¬ 
cially affected by having to meet obligations at the 
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Jdue of the rupee at Is. Ad., if they enterS^i^ 
obligations before 1917. It is only those who 
borrowed since 1917, who would be affected by the 
ratio Is. Ad. But these cannot be very large. But 
after the War, for some time, fluctuations were un¬ 
avoidable, and then the failure of the Government to 
maintain the 2s. ratio led to such serious fluctuations 
in the exchange that those, who made contracts during 
these years of fluctuations, were likely either to surfer 
or to gain by instituting any ratio at present. 


(c) Agricultural indebtedness —But the indebt¬ 
edness of the Indian Agriculturist and the masses 
demands serious consideration. Mr. M. L. Darling, 
LC.S. of the Punjab, estimates the rural indebted¬ 
ness of British India at Rs. 600 crores. It is 
probably Rs. 200 crores for Indian States. As the 
rate of exchange between 1900 and 1917 was round 
Is. Ad., it is only right to assume that most of this 
debt of Rs. 800 crores was contracted when the 
rupee was Is. Ad. gold. Now to fix the 
exchange at Is. 6 d. gold would practically mean 
putting a burden of 12^ per cent, on these borrowers. 
This is a class whose case should have the first 
consideration in dealing with the effects of Is. 6 d. 
ratio. 


Under the heading of contracts, therefore, “ the 
higher figure of Is. 6 d. has little to recommend it, 
and very much against it.” 


most serious item to be considered is the 
alleged gain from Is. 6 d. of Rs. 3 16 
Finance Of " crores in the General Budget (Rail- 

the Central wa y Budget is separated from it). As 
Government. aga i nst this, there is to be put an 

increase of Rs. 2*62 crores in customs on stabilisation 


The 
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1 Ad. Besides, account must be taken of 
fse under bounties to certain industries given- 
on the rise of exchange to Is. 6 d., so also an increase 
in receipts under Income-Tax and Corporation Tax,, 
owing to industries being spared the disturbance 
incidental to Is. 6 d., bearing in mind that Joint 
Stock companies pay very nearly 15 per cent, out of 
their profits under Income Tax and Corporation Tax. 

This clearly shows that the claim of a gain by 
Is. 6 d. is exaggerated. However this unearned 
increment in the Government of India Revenue 
Budget will exist as a tangible and visible asset only 
during the period of non-adjustment, and will vanish 
when adjustment is complete. Moreover, during 
the period of non-adjustment, while there is a 
tangible gain to the exchequer, some one pays for it— 
It is the producer who has to accept so many fewer 
rupees for the produce he has to sell."* 

The question to be decided is whether it is 
Y 1 ’ Larger necessary to fix a ratio that would 
raeoessary require larger resources to maintain,, 
to maintain if the fixing of the ratio can be avoid- 
s ‘ 6d * ratlo ‘ ed. A little lull in the export trade 
from March, 1926, necessitated resort to deflation in 
India to the extent of Rs. 8 crores to maintain 
exchange, and to the offer of sale of Reverse Councils 
Is. 5 id. This is enough evidence to prove that 
larger resources would have to be required to main¬ 
tain the ratio. 


The Majority apprehend that a reversion to 

effect Aversion the ls - 4d - ratio would lead to a rise 
^ is- 4 d. _ in p rice to the full extent of per 

Y Sir Purshotamdas quotes the words of Mr. Robert Campbell and Sir 
John Ivluir in their supplementary note in the Fowler Committee Report. 
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, articles given and consumed in India, anq0li_/ 

__.ifequence, hit the poorer members of the literate 

class and consumers generally, because prices have 
substantially adjusted themselves to the Is. od. rate. 

To this the answer given by Sir Purshotamdas 
is that he has conclusively proved that no adjust¬ 
ment of prices to Is. 6 d. ratio has taken place, and 
that the major part of it was still to come. Hence, 
any disturbance as may ensue from the fixation of 
the lower ratio will produce, a very, insignificant 
disturbance in economic conditions, injurious to but 
a few, if any at all. “Besides, as regards the burden 
likely to be imposed, if 79 per cent, of the people of 
India subsist on agriculture, it is difficult to under¬ 
stand the concentration of my colleagues on the 
interests of the other 21 per cent, who live on the 
production of this class.” 

Besides, a change to Is. 6 d. hits the large bulk 
of the debtor class , to the benefit of 
of the CJaSm the creditor class. He states, “I can- 
debtor not conceive of any valid or moral 

c,ass ’ reasons for a step calculated to give 

the latter an unearned increment at the expense of 
the former. In India, perhaps more than anywhere 
else, the debtor class is the largest and the neediest, 
for whom the Government has always evinced con¬ 
cern and solicitude. ^Vhat unavoidable reason, then, 
is there to hit this class ?” 


Finally , Is. 4d. was the ratio that stood for 20 
ax fiuitabi- years, even during the American 
sityoftbe Crisis, till 1917, and was only dis- 
1s. fid. ratio. tur b e d as a result of the War in 
common with the ratios of other countries in the 
world. It cannot lightly be said to be a ratio that is 
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_„_ T .aral to the Indian system. No other couf 
las adopted a rate of exchange higher than its pre¬ 
war rate. Even Great Britain did not change her 
standard when the £ sterling dropped to 3 38 e 
Other countries have made great sacrifices to return 


to their pre-war ratios, which is the proof of the 
sanctity attaching to them. “But in India, it is not 
a question of making a great sacrifice to regain her 
1 permanent rate’. It is, at worst, a question of 
balancing the disturbance which may be caused by 
a reversion to Is. 4 d, } and an adoption of Is. 6 d. 
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PERIOD I— History before 1862. 


<SL 


Bank paper 
money. 


was no issue of Government Paper 
Currency before 1862. The Presidency 
Banks of Bombay, Bengal and Madras 
were given authority to issue notes by various Acts.* * 
These banks were known as ‘Chartered Banks’ and 
were controlled by the Government. People were 
not familiar with the use of paper currency and 
communications were very difficult in those days; 
therefore, the notes of the Banks had a very restricted 
circulation. The legal limit put to the issue of notes 
of all the Banks was Rs. 5 crores in all. 


The Government Paper Currency System of 
India dates from 1862, in which year the notes of 
the Presidency Banks were withdrawn and a Govern¬ 
ment monopoly of Note issue was established. 

The first definite scheme for a Government 
Mr. Wilson’s Paper Currency was put forward by 
Scheme 1859. Mr. James Wilson, the first Finance 
Member of the Government of India. He recom¬ 
mended :— 

(1) The issue of Government notes which were, to 
be maintained by a fixed proportion of silver coins 
to the amount of notes in circulation. The metallic 
portion of the Reserve was to be in silver coins which 
'vas to be one-third of the notes in circulation and 
the rest was to be invested in Government securities. 

(2) The division of the country into large num¬ 
ber of circles. 


* “And by other banks, known as Agency Houses that did a banking, 
ln addition to a mercantile business”, Findlay Shirras: Indian Finance 

*nd Banking , page 236. - 




to the system. 

But, before the scheme could be considered, Mr. 
Wilson died, and his successor, Mr. Samuel Laing, 
was influenced by the principle of absolute security 
of note issue, which was enforced on the Bank of 
England by the Act of 1844. The Secretary of 
State endorsed these views and the Act of 1861 was 
passed, based on this principle. 

The Paper The main provisions of the Act of 

STS” 7 “ 1861 were as follows 


(1) The issue of Paper Currency by the Government. 

(2) A reserve of coin or bullion against the whole of the notes , 
except an amount not exceeding Rs . 4 crores which was 
to be invested in Government Securities . 

(3) The lowest denomination was to be Rs. 10. 

(4) For the purpose of the note system India was divided into 
three or more circles with each Presidency town as the centre 


of issue. 

(5) Notes were to be legal tender in their circles for all payments, 

except by Government at offices and agencies of issue. 

(6) Notes were to be issued against silver coins of the Government, 

and provision was made for issuing them against gold coin of 
the Government of India and against foreign gold coin or 
bullion. 


Consequently, the Indian system of note issue was 
The Currency avowedly modelled on that of the 
note C is?ue. 0f Bank of England as regulated by the 

Bank Charter Act of 1844, and its chief features 
remained unaltered upto 1914. In short, the system 
was based on the Currency Principle of note-issue 
—absolute convertibility at the expense of elasticity. 

PERIOD II—Development of Paper Currency upto 1914. 

But with the spread of education and confidence 
. and familiarity with the use of notes, paper currency 
.began to lose its rigidity. 
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the beginning the gross circulation 
was slow, but the increase 
rapid after 1890, as is shown in the 
following table :— 


(In crores of rupees .) 


Average of year. 

Gross circulation of notes. 

1862-3 

3*69 

1890-1 

1577 

1900-1 

28-88 

1906-7 

45-14 

1911-12 

57-37 

1912-13 

65*62 


It will be seen that the circulation increased 
In th^' an6es rapidly after 1890. The factors that 
system. contributed to it were the changes 
tnade in the system. 

In the first place, a note of smaller denomina- 
U) 5-rupee note tion was introduced in 1891. It was 
the 5-rupee note. It became suitable 
m payment of small sums. 

( . Then, so long as the notes were legal tender only 
Hon of the 8 ^" within the circle of their issue, they 
^ystem. had a limited circulation. But with 

the steady uttiversalisation of the notes the circula¬ 
tion increased. In 1903 the 5-rupee note was made 
t e gal tender throughout India except in Burma. And 














notes of the denomination of 5, 10, 
rupees were universalised. At the same time 
the number of circles was reduced. 


Developments In the Paper Currency Reserve. 

The changes were also slowly made in the 
(i) The increase Paper Currency Reserve. The first 
portion! ary change made was in the invested 
( fiduciary) portion of the Reserve, as shown 
below : 


{In crores of rupees.) 


Year. 

Additions made to invested portion 
, of the Reserve. 

1871 

2 

1891 

1 

1892 

1 

1897 

2 

1905 

2' 

1911 

2 


Adding to these increases Rs. 4 crores already 
invested by the Act of 1861, the total invested 
portion increased to Rs. 14 crores; of these Rs. 2 
crores were invested in sterling securities in 1905 
and another Rs. 2 crores in 1911. 

Before the closing of the Mints to the free 
( 2 ) New functions coinage of silver in 1893, the Paper 
Oarrency* Reserve. Currency Reserve was held in silver 
coins. 
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But by the Act of 1893 currency notes 
in exchange for gold coin or bullion to any 
amount. 



(b) We also saw, in a previous chapter (page 53), 
that, by the Gold Note Act of 1898, the Government 
of India was authorised to issue notes in India 
against gold deposited in London with the Secretary 
of State. This was intended as a temporary 
measure to remove the stringency in the money 
market. But it proved to be so useful that in 1902 
the Act was made permanent, and the gold in 
England was utilised in buying silver for India.' 
Finally, the Act of 1905 gave authority to the 
Government to hold the Reserve in rupees, gold coin 
and bullion and securities either in India or in 
London, Thus, by these Acts council drafts began 
to be sold by the Secretary of State for Gold in 
London against the issue of notes to an equivalent 
amount in India, and this mechanism came to be 
used in support of exchange (see pages 75-76). 

Thus, since 1905 the Paper Currency Reserve 
hold in London served a two-fold purpose. It came 
to be used (i) in buying silver for India and (ii) to 
support exchange when the balance of trade went 
against India. 


(c) We saw in another chapter (page 74) why 
gold in the Paper Currency Reserve in India was 
Averted to London to the extent of £5,000,000. 

13 
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The composition of the Reserve on 
the 31st March, 1913, was as follows:— 


{In crores of rupees.) 



Silver in 
India. 

Gold in 
India. 

Gold in 

Securities. 

Total 

circulation. 

London. 

Rupee. 

Sterling. 

68'97 

16-45 

29-37 

9T5 

10 

4 


From this table we find that the Securities 
amounted to a little over 20 per cent, of the total 
reserve. This was a much lower percentage than 
was usual in earlier years, because at the end of 
1896-7 it was 42T per cent.; at the end of 1905-6 it 
was 26’9 per cent. 

Such was the situation when the Chamberlain 
Findings of Commission was appointed to examine 
bopiaiif Com- the whole currency system of India. 

mission. 


In the first place, the Majority of the Com- 
(A) Existing mission took account of the Paper Cur- 
system inconve- rency system as it existed in March, 
nient * 1913. They pointed out that India 

needed a more elastic currency for her increasing 
trade and commerce. 


Unlike England, conditions in India, at all 
events outside the Presidency towns, did not favour 
any great extension of the cheque system or of cre¬ 
dit instruments generally, and metallic currency and 
notes of small denominations remained the favourite 
and the only suitable currency medium with the vast 
majority of the people. 
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erefore, the restrictions imposed upon the 
IB^ystem by the requirement of a metallic backing 
° r all notes issued above a fixed minimum, which 
can only be altered by a specific Act of the Legisla¬ 
ture, had become increasingly inconvenient. 

Some elasticity was introduced by the Gold 
iNote Act of 1898, and the development of the 
system of sales of Council Drafts under which it 
w as possible for notes to be issued in India against 
ruoney tendered to the Secretary of State in London. 
Lut this elasticity was secured, they said, “by the 
e ar-marking of gold in London, which is equivalent 
to the export of gold from London to India; the 
expansion of currency of India is thus at the expense 
° the gold reserves of London, and in some circum¬ 
stances the resulting stringency in London is so 
disadvantageous to India as to make an expansion of 
he currency by this means actually undesirable.” 

The Majority also justified the policy of increas- 
Sln & the sterling and gold in the Reserve in London 
° n two considerations: 

, (1) In the first place, it was reasonable that for 

p e Purchase of silver some part of the gold in the 
a Per Currency Reserve should be kept in London 
s the principal source of supply. For this purpose no 
S' eat amount was required. (2) But there was the 
juuintenance °t exchange to be considered. “The 
j ^ts are,” they said, “that the gold in the Reserve in 
th r ^ aS - een muc k excess oi the demand, that 
suffi - Id Standard Reserve has not in itself been 
e ticient to secure beyond question the stability of 
UnH - nge an< ^ the gold in London is more directly, 
j n , J ndubitably effective for this purpose than gold 
India. In these circumstances, so long as the 
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standard Reserve is insufficient by itself _ __ 
Support of exchange, we think the policy is 
justified.” 

With a view to give greater elasticity to Paper 
(B) Recom- Currency, the Majority recommended 
manda- that (1) the fiduciary portion which 

Cotrfmis- 16 stood at Rs. 14 crores should be 
sion. increased at once to Rs. 20 crores. 

And thereafter it should be fixed at a maximum, 
of the amount of notes held by Government in the 
Reserve Treasuries plus one-third of the net circu¬ 


lation ; 

(2) Government should take power to make tem¬ 
porary investments or loans from the fiducial y portion 
within this maximum in India and in London, as 
an alternative to investment in permanent securi¬ 
ties. In India such loans should be made to the 
Presidency Banks on prescribed terms ; 

(3) the 500-rupee note should be immediately 
"universalised and facilities should be given foi 
encashment. 

They hoped for the following advantages fiom 
The advantages these recommendations 

claimed :— 


(1) “ While the permanent addition to the in¬ 
vested portion of the Reserve will be no more 
than is justified by past practice and experience 
without in any xvay endangering the complete con¬ 
vertibility of the notes, the revenues of India will 
secure the profit earned by investing the amount 
now held idle in the form of gold in India. 

(2) Then, there would be occasions, especially 
in the busy season, when it would be safe to lend 



Warily sums which it would be unwiseQt<|_J 
ahVeSt permanently. The power to make such loans 
would, therefore, enable the Government to earn 
interest on sums which would otherwise be idle 
needlessly, and would provide at the same time a 
much needed facility for a temporary expansion of 
the currency in the busy season, by virtue of which 
the market might obtain some relief. , though not 
at first, perhaps, a very great amount, from its cur¬ 
rency stringency. 

(3) Besides, the power to make temporary in¬ 
vestments in London on account of the Paper 
Currency Reserve would be a convenience to the 
Secretary of State in permitting him to sell Council 
drafts against the Paper Currency Reserve, in 
anticipation of silver purchases or of any other 
cause, without the loss of interest and other dis¬ 
advantages, which might sometimes come about, 
if he were compelled, without discretionary power, 
to utilise the entire proceeds of such sales in ear-, 
marking gold. 

(4) As the circulation of notes in India in¬ 
creases, it would be within the power of the autho¬ 
rities to increase as and when desirable either in 
permanent or the temporary investments of the 
Reserve or both without a special Act. 

(5) The power to make loans from the cash 
held against notes in the Reserve Treasuries would 
provide the Government with a useful alternative 
or supplementary means of counteracting some of 
the disadvantages arising from the existing Reserve 
Treasury system. 

But before the recommendations could be put 
<nto force, the War broke out. 
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[OD III—Paper Currency during 1914 

5i^2>Tn the history of the rupee during War time, 
we traced the extra-ordinary difficulties which the 
Government had to face to meet the increased 
demand for silver, coinage. In spite of the rise in the 
price of silver enormous quantities of silver had to be 
imported, but still the demand was unsatisfied. 

The difficulty of obtaining sufficient quantities 

Greater of the precious metals for coinage pur- 
eiasticity. poses, and as backing for the issue of 

additional notes, made it necessary to increase the 
fiduciary (invested) portion of the Reserve. By 
various ordinances and Acts of the Legislature, the 
limits of securities were raised. Thus prior to the War, 
the invested portion of the Paper Currency Reserve 
was limited by law to Rs. 14 crores. Between 
November, 1915, and December, 1919, the legal 
limit of the invested portion was raised to Rs. 120 
crores.* By Act XXVI of 1919, the invested 
portion of the Reserve was fixed at Rs. 120 crores of 
which Rs. 100 crores might be invested in British 
Treasury Bills. During the same period the gross 
circulation of notes increased nearly three-fold, while 
the percentage of metallic backing decreased by 
nearly one-half. 

The following table shows the growth of circula¬ 
tion and the changes in the composition of the 
Reserve :— 


* Historical Memorandum submitted Mr. A. C. Mcwatters, Finance 
Secretary to the Government of India, before the Royal Commission on 
Indian Currency and Finance, 1926. Para 7 of Volume II. 
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'he conclusions to be drawn from the 

■Conclusions, table are that. 



(a) the gross circulation of notes increased 
nearly three-fold; 


(b) the percentage of metallic reserve to 

gross circulation fell from nearly 78 to 
nearly 45; 

(c) the percentage of securities to gross note 

circulation increased from nearly 21 to 
nearly 54. 


To increase the note-circulation the Govern- 
Notes of smaller ment had to introduce notes of smaller 
•denominations denominations, and in 1917 the Rs. 2-8 
introduced. no t e) and in 1918 the Re. 1 note were 

introduced, and these became very popular. 

The increase in note circulation and the fact 
British Treasury that owing to large borrowing on the 
part of Great Britain during the war 
British Securities had depreciated, led to a change 
in investments. By Act IV of 1916, investments 
were to be made in British Treasury Bills, as part 
of the Reserve, which being short-dated, were not 
likely to depreciate. Investments amounting to Rs. 6 
crores were made in such bills and these were 
increased by succesive Acts to Rs. 100 crores by the 
end of December, 1919. 


The encouragement to the use of notes by 
Difficulties of providing ample facilities for their 
encashment. encashment had been a prominent 
feature of the currency policy in pre-war years, and 
this policy was continued as long as the supply of 
rupees was adequate. But the policy had to be rever* 
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it* from 1916, owing to causes already ~ 

•-^gbetefore facilities for the encashment of —- 

district treasuries were in a large degree withdrawn. 
The conveyance of specie by rail or river steamer, 
was prohibited, and an embargo was placed on its 
transmission by post. Later, in January, 1916, 
•owing to practical administrative difficulties of dealing 
in full with the demands for encashment at the 
Currency Offices during the busy season, the daily 
issues of rupees to single tenderers of notes were 
limited to a figure which made it practicable to 
satisfy large demands in part and small demands as 
a rule in full. The result of these restrictions was the 
substitution to a large extent of notes for rupees 
as the common circulating medium. The notes, as 
we have seen, were at a discount of as high as 19 
per cent, in some places; but it rapidly diminished, 
when it was seen that notes were freely accepted in 
payment of Government dues and confidence was 
restored. 

PERIOD IV—Recommendations of the Babington-Smith 

Committee. 


(Greater elasticity to Note-issue.) 

The essence of the recommendations of the 
Proposals for Majority of the Babington-Smith Corn- 
greater elasticity, mittee was to give greater elasticity to 
note issue, and with that view they recommended : 

(1) that, instead of laying down that the invested 
portion of the Reserve must not exceed a fixed limit, 
the legislature should prescribe that u it shall not ex¬ 
ceed a maximum percentage of the total issue (or 
alternatively, that the metallic portion shall not fail 
below a minimum percentage of the total issue).'' 
By so doing “it would obviate the necessity for 
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fresh applications to the legislature asvaa 
ion grows.” They recommended that me^ 
iiary portion should not exceed 60 per cent., 
of the gross circulation j 

(2) that, with a view to meeting the seasonal 
demand for additional currency, it should be pos¬ 
sible to issue 5 crores of notes over and above 
the normal fiduciary issue as loans to the Presi¬ 
dency Banks on the security of export bills having 
a maturity not exceeding 90 days. Such a device 
was already proposed by the Chamberlain Com¬ 
mission; 

(3) that the permissive maximum of 120 crores 
of securities should be retained for a limited period. 

They also recommended that the constitution 

™ ai 2 a . and location of the Paper Currency 
tions. Reserve should be as follows :— 

(4) The holding of securities issued by the 
Government of India should not exceed 20 crores. 


(5) The remainder of the fiduciary portion should 
consist of securities of other Governments within 
the British Empire, redeemable at a fixed date of 
which all except 10 crores should be short-dated 
securities maturing within one year. 

(6) The metallic portion of the Reserve should 
be held in India except for transitory purposes. 


PERIOD V—1920 to 1925. 

We saw that in March, 1920, in view of the 
large sales of Reverse Councils which 
the Secretary of State was unable to 
meet entirely from his Treasury 
Balances, he was compelled to sell out 


Paper Currency 
Reserve used to 
strengthen 
exchange. 
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g securities in the Paper Currency^Ke— 
In the absence of special legislation permit 
ing increased investments in Indian securities, it 
would have been necessary to cancel notes to the 
full value of the sterling securities sold. 


As such action would have caused a serious 
, rfYYI t . Mn monetary crisis in India, temporary 
legislation was passed m March, 1920, 
continuing the then existing figure of Rs. 120 crores 
as the limit of permissible investment, but abolishing 
the restrictions as to the location of the investments 
and their sterling or rupee character .* This act 
remained in force upto the 1st October of the year, 
when it was replaced by the Indian Paper Currency 
Amendment Act (No. XLV of 1920). 

This Act practically gave effect to the recom- 
indianPa er mendations of the Babington-Smith 

Currenc y aper Committee regarding the eventual 

(No^XLvf Act statutory constitution of the Paper 
Currency Reserve, while providing for 
a temporary transitional period of adjustment. T he 
Act provided, in the first place, for the issue of 
currency notes against Sovereigns and half-Sovereigns 
at the new rate of Rs. 10 per sovereign and against 
gold bullion at the corresponding rate of one rupee 
for 11*30016 grains troy of fine gold. ** In the 
second place, it provided for a (1) permanent and (2) 
a temporary constitution. 

The object of the permanent constitution was 
its permanent to obviate the necessity for constant 

constitution. applications to the legislature to give 

elasticity to Paper Currency and to give it thereby 

* Historical Memorandum submitted by Mr. A. C. McWatters before 

tho Iiilton-Young Commission. 
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■tic elasticity . The permanent constitute 
Reserve was as follows :— 



(a) The metallic portion of the Reserve was to 
be not less than 50 per cent, of the currency notes in 
circulation (instead of 40 per cent, as recommended 
by the Babington-Smith Committee). In other 
words, the invested portion of the Reserve was not 
to exceed the value of the metallic reserve. The 
gold held by the Secretary of State shall not exceed 
Rs. 5 crores. 


(b) As regards the Securities in the Reserve, it 
was provided that the Government of India Securities 
shall not exceed Rs. 20 crores. Not more than Rs. 12 
crores of this amount may be in Securities ‘ created' 
by the Government of India. 

(c) Notes to be issued against commercial bills 
of exchange, maturing within 90 days from their 
date of issue, were not to exceed Rs. 5 crores. This 
permanent constitution was to be brought into force as 
soon as the metallic portion was equal to 50 per 
cent, of the currency notes in circulation as in (a). 
During the intermediate period the Act provided for 
a temporary constitution. 

Under its temporary constitution : (1) the se- 
its temporary curities of the Government of India 
constitution. held f n the Reserve were limited to 
Rs. 85 crores, and (2) the gold and the sterling 
securities were to be revalued on the basis of 
Rs. 10 per sovereign instead of Rs. 15. 

Hence, in revaluation there would be great loss 
The “Created and a great reduction in the amount 
securities.” D f the Reserve. The difference was, 

therefore, to be made good by the issue of a special 
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of Government of India securities. 
camo 7 to be known as “created securities' 1 * The' 
limit set by the Act on the issue of these ‘created 
securities’ was Rs. 12 crores. But by the revalua¬ 
tion of the Reserve this limit was to be exceeded 
considerably. Therefore, it was enacted that as long 
as the ‘created securities’ exceeded Rs. 12 crores 
all interest derived from the securities in the Reserve 
was with effect from the 1st April, 1921, to be 
applied in reduction of such excess holdings. The 
interest on securities held in the Gold Standard 
Reserve was also to be utilised for the same purpose 
when the Reserve reached £40 millions. Thus, 
by the help of the ‘created securities’ it was expect¬ 
ed that within a few years the loss due to revalua¬ 
tion would be made up and the permanent provi¬ 
sions of the Act would be brought into effect. 

However, during the years that followed, the 
Provision of utilising the interest on securities in 
the Reserve towards reduction of ‘created securities’ 
was suspended and the interest was taken to 
revenue. 


As a result of the passing of the Act, the gold 
and the sterling securities held in the Paper Currency 
Reserve were revalued on 1st October at the new 
rate of Rs. 10 per sovereign. The deficiency in the- 
Reserve resulting thereby was made up by 12 months’ 
Treasury Bills of the Government of India issued to 
the Reserve. 


Also called “ad-hoc'* securities. 




MiNfsr^ 




206 


e have referred to contraction of Current 

1921 and 1922 for strengthening ex¬ 
change, and to the issue of emergency 
currency to the extent of Rs. 24 crores 
to relieve the undue monetary strin¬ 
gency during 1923 and 1924 (see pages 140 and 141). 

The conditions laid down for the issue of emer- 

Conditions govern- g enc Y currency against Bills of 

ing issue of emer- Exchange were that— 

gency Currency. 


action of 
currency and 
emergency 
currency 
(1921-24.) 


(1) loans shall be given to the Imperial Bank of India only when 
the Bank rate rises to 6 per cent, and not below it, and that 

(2) when the bank rate is below 7 per cent, a maximum of 4 
crores should be issued ; second 4 crores when the bank rate 
is 7 per cent., and last 4 crores when the bank rate is 8 per 
cent. 


But in September, 1924, an announcement was 
made changing the rules under which loans were 
made to the Imperial Bank of India from currency 
so as to make it possible for the Bank (I) to borrow 
4 crores when the rate is at 6 per cent, and (2) 8 
crores when the Bank rate is at 7 per cent., instead 
of 4 crores at each rate from 6 to 8 per cent. 


In view of the possibility of a greater demand 
Paper Currency for additions to circulation in the 
Amendment Act of future, the Indian Paper Currency 
1925 ‘ Act was amended in February, 1925, 

which gave authority to increase the permissible 
limit of the holding of securities in the Reserve 
from 85 to 100 crores provided that the total amount 
of “created securities” of the Government of India 
shall not exceed 50 crores. 


The situation m The situation in September, 1925, 
^September, 1925. was as follows :— 
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Gross Note 
circulation. 


Percentage of metallic 
reserve to gross 
note circulation. 


Percentage of securities 
to gross note 
circulation. 


189*51 


40’7 


PERIOD VI.—Recommendations of the Hilton-Young 
Commission, 1926. 

We now take up the recommendations of the 
Hilton-Young Commission with regard to Note-issue 
and Reserve requirements. Before making any 
definite suggestions in these respects, they, in the 
beginning, lay great stress on the importance of the 
stability of the purchasing power of the monetary 
unit, which could be obtained through the control on 
currency regulation by the proposed Reserve Bank 
of India. 

The principal task of the Central Bank is the 
stability of the achievement of stability of the pur- 
monetary umt. chasing power of the monetary unit. 

1 his stability takes two forms :— 

(a) the stability internal i.e. the general level of 
•commodity prices; 

(b) the value of the monetary unit in relation 
to gold externally. 

But we ask, what is the machinery which will 
enable the proposed Reserve Bank to undertake this 
obligation of achieving stability ? 
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a two-fold business: 


<SL 


(1) The sole right of note-issue is to be given 
to the Bank, and also (2) the power to impose upon 
the country a judicious credit policy. 


These two functions will give the bank the 
means to control the volume of monetary circulation 
in India. 

(1) Internal stability of the value of the mone¬ 
tary unit can only be brought about by limiting the 
monetary circulation to the actual needs of the 
country. But this postulates contraction and ex¬ 
pansion of the currency according to those needs, and 
in India, a mainly agricultural country, these needs 
fluctuate widely. Therefore, the mechanism needs 
to be controlled very accurately and carefully. But, 
if paper currency is to be issued by the bank when 
there is need for expansion, they should be secured 
by assets which would be suitable, i.e. the assets 
should be of such a nature that when they are 
mature they could be liquidated , when the increased 
monetary circulation is no longer needed. 

The true commercial bill is the best asset 
possible, for whenever money is to be withdrawn, it 
could be sold off. It is self-liquidating, and when¬ 
ever currency is to be expanded, the bill could be 
bought by the Government. This then is recom¬ 
mended by the Commission as an asset, and it is the 
use of these bills as assets that would bring stability 
to the purchasing power of the monetary unit 
internally. Government of India securities are also 
suggested as the assets, although they are far less 
desirable than commercial bills. 
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Internal stability is the main factdt 
external stability. In spite of th : s, it is 
sehtial that the note issue should be secured to a 
substantial extent by assets which are capable of 
rectifying a temporary disequilibrium in the foreign 
balance of payments. Such a disequilibrium is bound 
to occur from seasonal causes or bad harvest or 
financial stringency. Gold and gold securities 
are the assets most suitable for this purpose, for 
they can be readily employed to discharge external 


The system 
of note issue 
suited to 
Sndia. 


The Commission has suggested 
two systems of note-issue to choose 
from. 

I» Fixed Fiduciary system. 

II* Proportional Reserve system. 

(0 £5x^ e i? * xec ^ Fiduciary system has been adopted 
Fiduciary by En gland under its Bank Charter 
system. Act of 1844. Its essential features 

3.re the following :— 

(«) The Bank of England is authorised to issue its own notes on 
l he security of Government debt to an amount fixed by 

statute. 

(&) But any additional notes over and above this fixed fiduciary 
imit have to be secured by a gold backing of 100 %. 

The business of note-issuing and banking is separated by law 
into separate departments called the ‘Issue Department’ and 
. . 'Banking Department’. 

The Reserve held in the form of notes that are created, but not 
actually put into circulation, is held by the banking depart¬ 
ment as a reserve. The size of this reserve constitutes the 
limit to which the currency can be expanded. 

\ e ) If more currency is needed, as for instance in a severe crisis* 
nothing remains but to suspend the Sank Act . This has 
actually happened three times in its history. 

Thus, under this system it is rightly laid down 
Advantages of that (1) there is a minimum of cur- 
system - rency always remaining in circulation 
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the mechanism of exchange should 
completely; 



(2) so long as currency is issued up to the maxi¬ 
mum limit, there is no danger of the purchasing 
power of money being adversely affected ; 

(3) under this system, the expansion and 
contraction of note-issue beyond the fixed fiduciary 
limit takes place at a rate exactly equal to the 
increase or decrease of the gold reserve. Hence this 
system brings security at the expense of elasticity. 


However, elasticity (or expansion and contrac¬ 
tion) of currency in England takes place through 
the cheque system of the very highly organized 
banking system of that country. 


The Proportional Reserve system is in opera- 
53 Proper- ti° n man y °f the countries on the 
tiorcaB * continentof Europe, the United States 
System 6 America under the Federal Reserve 

system, and in South Africa. Its 
essentials are that— 


(1) It does not require the note-issuing and 
banking functions to be separated into two different 
departments. 

(2) Under it, notes in active circulation are 
secured by a minimum percentage of gold and gold 
securities which is laid down by law, and which is 
40% in the case of America. 


(3) These minima are not rigidly fixed but may 
be transgressed with the consent of the Government 
for short periods on the condition that the issuing 
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/pays the tax reckoned on the amount o 
lehciency. The tax is made to rise as the deft 
ciency increases. 


Its chief characteristic is that expansion and 
its great contraction do not take place at the 

advantages. game rate as the gold reserve is in¬ 
creased, or decreased, but that it permits expansion, 
and forces contraction to take place in the proportion 
of 100 : 40. Thus, an addition of 40 units to the gold 
reserve permits the bank to issue the notes to the 
amount of 100 units; conversely, a loss of reserve of 
40 units forces a contraction of notes to the extent 
of 100 units. 


Thus, the great virtue of this system is its great 
elasticity. At the same time security is not sacri¬ 
ficed, for expansion above a limit is permitted for 
short periods only, and that a steeply rising tax forces 

the bank to take prompt measures to redress the 
situation. 


Propor¬ 

tional 


Rosorvo 
System for 
India, 


The Commission has proposed 
the Proportional Reserve system for 
India, but with the departments sepa¬ 
rated. 


They have based their conclusions for the fol¬ 
lowing reasons. 


Joint-Stock Banking and the use of the cheque 
as currency are already developing in India, but they 
can hardly be expected to develop sufficiently quick- 
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system. 


the rigidity of the fixed Fiduc: 


§L 


Besides, India needs an elastic system. The 
need for seasonal expansion and contraction for 
India is particularly pronounced owing to the main¬ 
ly agricultural character of its internal economy. 
And complaints have often been made that Indian 
Paper Currency has been made unduly rigid, and 
that it creates stringency. 

The separation of the Departments is suggested 
in view of the fact that many witnesses urged that 
the accounts of the Bank should be kept in the 
simplest possible form. This would inspire greater 
confidence in the new note. On these lines, there¬ 
fore, they have outlined a charter by which the 
Reserve Bank will have the sole right to issue notes 
for a period of 25 years. Its notes will be legal 
tender and will eventually replace Government 


notes. 

In the light of the experience of other note¬ 
issuing Banks which are working this 

The Reserve. ° . * 

system, the Commission recommend 
the provision of the gold and gold securities in the 
Reserve to he not less than 40 per cent, of the 
liabilities as a minimum. The liabilities include the 
notes in issue plus Rs. 50 crores (set aside as provi¬ 
sion against conversion of hoarded rupees into gold). 

The effect of the Commission’s proposals on the 
constitution of both the Paper Currency Reserve and 
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iold Standard Reserve in the aggregate* will be, 
in short, as follows :— 


(ja) Liabilities of the Bank :—The Liabilities of the Bank will 
consist of Rs. 185 crores of Notes issued (future liabilities 
will be increased by the full amount of further note issues), 
and Rs. 50 crores set aside as provision against conversion 
of hoarded rupees into gold; 


(b) Assets of the Bank :—The Assets of the Bank will consist of- 


(1) gold and gold securities which will in all be 40 per cent, of 

liabilities (minimum) from outset. But gold will eventually 
be 25 percent, of liabilities (minimum), this limit to be 
attained by stages in 10 years, with a minimum (overriding) 
of 30 crores ; 

(2) rupee securities which will be not more than 25 per cent, of 
liabilities, with a minimum (overriding) of 50 crores ; 

(3) rupee coins for which a maximum limit is prescribed. The 

Scheme contemplates no statutory obligation upon the 
Reserve Bank to convert its own notes into rupee coins. 
But a reasonable amount of rupees should be kept in order to 
meet the wants of the public. 


* The Majority have recommended the unification of the two Reserves 
and a fixed proportion and composition of the combined Reserve. We 
shall deal with it in the next chapter* 
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CHAPTER VIII. 



History of the Gold Standard Reserve. 

The history of the origin and growth of the 
Gold Standard Reserve has already been traced in 
Chapters III and IV. Here a summary will be 
sufficient. 


SECTION I—Its origin and reasons for its creation. 


The Gold Standard Reserve was established 
its origin in 1900, but it had its origin in the 
purpose!' 1 ** 1 recommendation of the Fowler Com¬ 
mittee, that the profits on the coinage of rupees should 
be set apart and kept in gold as a special reserve 
in India (Page 67). The principle use of the 
gold reserve suggested by them was that ‘ it should 
be freely available for foreign remittance whenever 
the exchange falls below specie-point; and the 
Government of India should make its gold available 
for the purpose, when necessary, under such con¬ 
ditions as the circumstances of the time may render 
desirable. For example, the Government of India 
might, if the exchange showed a tendency to fall 
below specie-point , remit to England a portion of 
the gold which it may hold, a corresponding reduc¬ 
tion being made in the drawings of Secretary of 
State ; and when it has accumulated a sufficient 
gold reserve, and so long as gold is available in its 
Treasury, it might discharge its obligations in India 
in gold, instead of in rupees." 
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the essentials were two : (1) gold so 
should be kept in India, and (2) it should 
made freely available for foreign remittances in 
case of an adverse balance of trade. 


Its essential functions. 

But as soon as the Reserve was established, the 
strengthening 04 P r °fi ts on coinage were remitted to 
exchange. ° London and invested in securities, and 
since then, although the original purpose remained 
the same, the method of performing its function 
changed. Thus, if the Balance of Trade goes 
against India and the exchange value of the rupee 
threatens to fall below specie-point, a two-fold pro¬ 
cess is resorted to : 

(a) the Secretary of State stops for a time the 
sale of Council Bills in London , and thereby prevents 
any additions being made to the rupee circulation 
in India, because no Bills would have to be paid 
from the Indian Treasuries and rupees would not 
go out of it into circulation. But if 4he Secretary 
of State needs funds for various expenses at this 
time, he could fall back on the Gold Standard 
Reserve. 

(b) At the same time, the Government of India 
would sell Reverse Councils in India on London . 
The effect of doing this would be that, as these are 
bought and paid for by the public, money would 
tend to be withdrawn from circulation. 

Thus, by action (a) addition to currency cir¬ 
culation is prevented, and by action (b) currency is 
withdrawn from circulation, i.e. currency is con¬ 
tracted, and as a consequence, the exchange value of 
the rupee tends to rise. 
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t when the balance 
^dating favourable to 



of trade becomes 

_ _„ „ India, the method ot 

India’s un- liquidating it is by the sale of Reverse 
Baianceof Councils by the Government of India. 

Trade. Importers of foreign • commodities 

would thus get an easy method of paying for their 
indebtedness. They would buy these Councils to 
the extent of their debt and pay for them in rupees 
in India, whereas their creditors in England would 
on presentation of these Councils which tney receive 
from the debtors in India, be paid in gold by the 
Secretary of State from the Gold Stcindavd Re¬ 
serve. 


Besides, when the Balance of i rade becomes 
(C) To meet the unfavourable to India, the sale of 
Home Charges. Council Bills in London would be 
automatically reduced, because the need for remit¬ 
tance of money to India to pay for commodities 
bought becomes reduced. The Secretary oi State 
would, under these circumstances, meet the Home 
Charges” from the Gold Standard Reserve. 

SECTION II—Amount, Composition and Location 
of the Reserve. 


(See pages 67-82) 

We saw that the Reserve was first established 
History opto in 1900 on the recommendation ot the 
X9i3. Fowler Committee, and that the 

minute of Sir Edward Law laid the basis of the 
Gold Exchange Standard and the formation ot the 
Gold Standard Reserve. But although the Govern¬ 
ment of India favoured the establishment of the 
Reserve in gold in India, the Secretary of State 
decided that the profits on coinage of rupees should 


MIN/Sr^ 


217 




sued. 


to London and invested in 
Thereafter the same policy was pur- 


In 1906, however, came a change. The diffi¬ 
culty in meeting the demands for rupees led to the 
formation in India of a special reserve for this pur¬ 
pose outside the Paper Currency Reserve. This 
Reserve was to be in coined rupees and was to form 
a part of the profits on the coinage of rupees. Thus, 
two branches of the gold reserve were formed. (1) 
the London Branch and (2) the Indian Branch in 
form of Rupees. The name of this Reserve was 
changed to the Gold Standard Reserve. 

We also saw that the Mackay Committee re¬ 
commended the ultilisation of £ 1 million from the 
Gold Standard Reserve for capital expenditure on 
Railways. But the Secretary of State, in spite of 
protest from the Government of India, actually 
diverted £ 1,123,000 towards Railway capital. 

But the serious crisis of 1907-8 made the Sec- 
£ tar y State change his decision. The Gold 
standard Reserve was very hard hit by this crisis, 
in all £ 8,058,000 was withdrawn from the Reserve 
o meet the Reverse Councils sold for strengthening 

75 C 76) XChan ^ e va * ue t ^ ie R u P ee ( see P a g es 


r ? Uun S 1909-13, the Government of India pleaded 

r a arger Gold Standard Reserve to meet greater 
emergence than that of 1907-8. They considered 
that the minimum amount should be £ 25 millions 
and that a substantial part of it should be in a liquid 
form, instead of being invested in securities. But 
although the Secretary of State reluctantly agreed. 
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suggested minimum, he would not agre ^ 
substantial part of it in a liquid form, excep 
for the amount of £1 million which was to be let 
out on short loans or put into Bank deposits. 


The total amount of the Goldbtandard Reserve 
on 31st March, 1913, was £ 22,571,333 and was com¬ 
posed as follows:— ‘ 


Date. 

Gold deposited 
at the Bank of 
England. 

Silver in Indian 
Branch (Rs. 6 
crores at 

Is. 4 d.) 

Securities (at 
market price.) 

Money lent 
at short 
notice. 


£ 

£ 

£ 

£ 

31st March 
1913. 

1,620.000 

4,000,000 

15,945,669 

1,005,664 


Recomnienda- Such was the situation when 

the Chamberlain Commission was 
Commission. called upon to make recommenda¬ 


tions. 


(a) /4 s regards the amount of the Reserve ■ 
They analysed in the beginning the purpose for 
which the Reserve was needed. Not merely was it 
required for meeting the “ Home Charges of the 
Government of India when an adverse rate of 
exchange prevented the free sale of Council Drafts, 
but also to liquidate an unfavourable balance of 
trade to the extent necessary to prevent exchange 
from falling below specie point. “On the other 
hand,” they wrote, “the Reserve is not required to 
provide for the conversion into sovereigns of the 
rupees in circulation in India, It * is true that the 
Reserve is built up out of the profits on the coinage 
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pees, but its object is not to secure the converts 

cirr ^i °i? aeman d of the whole of the rupees in 
t U atlon *. hut only to provide a reserve sufficient 
rmv° n T ert lnt ° ster ^ n § such amount of rupees as 
such a dn ^ momen t seek export; in other words, 
Qf . arr ! ount as the owners require to exchange for 
mg m order to settle debts due in sterling.” 


_ ^ 1S being the purpose of the Reserve, its 

° ant depended upon the growth of India’s trade, 
. ae ex t e nt of the deficiency that adverse seasons 
flip circums tances were likely to produce. One of 
w ?u° S r noticea We features in the crisis of 1907-8 
^ that, for some time after the crisis had 
adv-in 6 - ltSelf ’ P or ts from abroad, ordered in 
into Tn?- ln , mes °f prosperity, continued to pour 
rponif Lia ’ thus accentuating the adverse conditions 
„ in § rom the failure of the crops and the 
Fvf n^ U ° nt falling off in the volume of exports, 
in rAn* 1 - S r .a case the balance would restore itself 
Wo , |j f °‘ time, but in the meantime exchange 
in the im^- c ,°h a P se( i. . “It is to maintain exchange 
itself thaM-h a T , ore the balance of trade can right 
be suf/icl - // C !> eserve exists, and its resources must 
Iv lam 0 y !! ^ t( 2 u id to be used at once and sufficient - 

ii mafre“S th u e most P rolon S ed strain t0 which 

exposed.” lc, hly be anticipated that they might be 


The 

adverse h- r Ut: *he res °urces needed to meet an 
with accu~ ailCG trade could not be determined 
lav down aC ^ an< ^ the Majority did not attempt to 
addifionc 4 - an 7 hypothetical limit beyond which 
° the Reserve should cease. But they 
£9% nnn non 16 °P! n ‘ on that the suggested limit of 
was insufficient, and that the profits on 
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ge of rupees should be credited exclusively 
e Reserve. 

(b) yls regards the composition of the Reserve :— 


They recommended that (1) a much larger portion 
of the Reserve than the suggested total should be 
held in actual gold. They feared that the enforced 
realisation of securities in large quantities during a 
crisis might involve a heavy loss in capital value, and 
if, the exchange crisis in India (which makes such 
realisation necessary) would be accompanied or 
directly caused by a financial crisis in London or 
reacted upon London, the difficulty of realisation 
would be intense and the loss severe. “India should,” 
they wrote, “ in this respect, be as far as possible 
independent of London.” 


(2) By an exchange of assets between this Re¬ 
serve and the Paper Currency Reserve, a total of 
about £10,000,000 in gold could be at once secured. 

This total should be raised, as opportunity offered, 
to £15,000,000 , and thereafter the authorities should 
aim at keeping one-half of the total Reserve in actual 
gold. 

(3) The Indian Branch of the Reserve in which 
rupees were held should be abolished , the rupees 
being handed over to the Paper Currency Reserve 
in exchange for gold. 

(c) As regards location of the Reserve', ihe 
Majority recommended that the most suitable place 
for the location of the Reserve was London. Their 
reasons were that “London is the clearing-house of 
the world. India’s chief customer is the United King¬ 
dom, and London is the place where money is 
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- ed both for the expenditure of the Secretai 
on India’s behalf and for payment of India’s 
commercial obligations to this country and the world 
in general. If the Reserve were kept in India, it would 
nave to be shipped to London to be used. This 
would involve delay at a moment when immediate 
action is essential.” 


The recommendation of the Chamberlain Com- 
tqm- 011 between mission that the silver branch of the 
IQi | 919 ' Gold Standard Reserve, which in June, 
■y |. > amounted to 6 crores of rupees, should be 
abolished, was given effect to in 1915. And the 
policy with regard to the composition of the Reserve 
uring and after the War was of holding it chiefly in 
s erling securities. The following figures show its 
composition at different times :— 


£ millions ( nearly) 


— 

1913 

(March.) 

1917 

(March.) 

1919 

(30th November). 

Metallic Portion . 

Gold (l) i n India 


1 


(2) In England ... 

H 


*«• 

Silver in India... 

4 



Invested portion . 

(!) Securities 

16 

25 

37J 

(2) Money lent at 
short notice ... 

1 

6 

27 ( thousand only) 

Total 

22J 

32 

37$ 
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llythus, by November, 1919, the Reserve was\^ 
Jmfrely in securities. The increase in total com¬ 
position of the Reserve was due to the increase in 
the coinage of rupees, consequent on the heavy 
demand for silver coins during the War. Apart from 
the policy of not keeping the Reserve in gold, its 
disappearance may also be traced to the difficulty of 
obtaining gold during these years. 

The Majority of the Babington-Smith Com- 
Recommenda- mittee pointed out that, if a sudden 
tsona of the fall { n world prices took place, it 
srnith^Com- might adversely affect Indian trade, 
mittee. in which case a heavier call might 

be made on the resources for supporting exchange 
than had occurred in the past. They, therefore, 
held that no limit could be fixed to the amount of 
the Reserve. 


(1) But profits on the coinage of rupees should 
be credited in entirety to the Reserve. 

(2) They also agreed in principle that the Re¬ 
serve should contain a considerable proportion of 
gold. But as the conditions were not favourable to 
obtaining gold, and there was great necessity for 
gold to support the notes, they recommended that 
the most satisfactory course would be to keep the 
Reserve as liquid as possible by an ample holding of 
securities with early dates of maturity. The amount 
of securities in the Reserve with a maturity exceed¬ 
ing three years should not be increased. The 
authorities should aim at holding all the invested 
portion of the Reserve in securities issued by Govern¬ 
ments within the British Empire (other than the 
Government of India), and having a fixed date of 
maturity of not more than 12 months. 


J|L/(3) Besides, as there was a strong sentiment^X 
(India in favour of the location of the whole, or at 
any rate a large part, of the Reserve in India, and 
as they considered the possession of public confidence 
as an asset of great value in currency matters, they 
considered that a portion of the Reserve should be 
held in India ; but the gold so held should not exceed 
one-half of the totals and steps should be taken to 
ensure that it was not made available to the public 
except for the purpose of export. 

(4) The sterling investments of the Reserve 
(including cash on deposits) should, as in the past, 
continue to be held in London. 

1 hen followed the disastrous period which end- 
The Reserve ed in September, 1920, during which 
between 1920-25. the Government sold £55,382,000 of 
Reverse Councils ; but these were paid in London 
out of the sterling securities and Treasury Bills 
belonging to the Paper Currency Reserve. The Gold 
Standard Reserve remained untouched. 

In 1921 it was decided to utilize the interest on 
the securities in the two Reserves for reduction of the 
'‘created securities” held in the Paper Currency 
Reserve. 

During the period of the abandonment of the 
attempt to stabilise the rupee, the Reserve steadily 
accumulated until on 30th September it exceeded £40 
million. Later in luly, 1923, in view of the existence 
of a wide range of British Government Securities, it 
was decided that while the Reserve aggregated £40 
million, £30 million should be held in securities not 
exceeding two years’ maturity, and the rest in securi¬ 
ties not exceeding 10 years. But later, it was decided 
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the £40 million, £20 million should 
not exceeding 2 years’ maturity, £10 
securities not exceeding 10 years, and £10 million 
in securities not exceeding 5 years. 


The composition of the 
1925, was as follows :— 

Reserve on 31st July* 

Location. 

Amount. 

In England — 

£ 

British Government Securities ... 

40,419,244 

Cash at the Bank of England 

S14 

In India 

Nil 

Total 

/40.419.758 


In their analysis of the defects of the existing 
system of currency the Majority of 

Recommenda° - -- ~ • • 


tion of the 
Hilton-Young 
Commission. 


the Hilton-Young Commission have 
pointed out the weaknesses in the 
management and functions of the 
Reserves (pages 136-137). The two main defects 
pointed out as regards the Gold Standard Reserve 
have been that: 


(1) there is no clear line of demarcation between 
the purposes for which the Paper Currency Reserve 
and the Gold Standard Reserve are respectively 
utilised. Thus, while the original function of the 
Gold Standard Reserve was to maintain the external 
value of the silver rupee, its use operates to some 
extent in maintenance of the external value of the 
notes. 
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. 2 ) Besides, the amount of the Gold Standar 
, ;< T-, rve , ar >d the time and manner of its use are 
c2%7 lthin the discretion of the Government. The 
id standard Reserve being built out of the profits 
coinage, the amount actually carried to the 
Reserve depends on the price at which the silver is 
p rcnased and not upon the liabilities outstanding. 

y estimate of the amount of the oustanding rupee 
an ?! 0 ".! 8 largely conjectural; it maybe estimated 
r: ou to 4 9° crores, against which the Reserve held 
nnrf resent r 1S , only crores. It is true that a 

“ - 0l , the Reserve against the silver rupee is 

vninS d k ! he co . in itself ( in the shape of its bullion 
imm^f 1<: is admittedly difficult to make any 
r ia , e ’ lse pf the metallic contents of the silver 

.J" S • time when those rupees are seeking 

conversion into sterling.” 

^ " e Majority, therefore, recommend the 
the Roserv^f unification of the Paper Currency and 
Dronnsp tk 4 . V 1 e Gold Standard Reserves, and 
fon fu in - 5 * the proportions and composition of the 
have air, j eser . Ve should be fixed by statute. We 
Reserve Z ® 1Ven the proposed constitution of the 

k erve ,n preceding Chapter. 
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CHART ILLUSTRATING HISTORY OF INDIAN CURRENCY ,.ND EXCHANGE. 

Currency History during Nineteenth Century. 


Before 1835 
(Two standard coins.) 


f 


r 

Part I. 

1835-1874 (Demonetization 
of gold.) 


1 


1835-1893 

(Consequences cf a fall in 
price of silver.) 


(A) 1835-1870. (B) 1870-1874. 

(i) Demonetization of Gold not legal tender, 
gold. 

(if) Attempt at intro¬ 
duction of gold. 


(A) 1874-1878. 

Rapid fall in price 
of silver. 


(B) 1878-1892. 
(The Remedies ?) 


-1 

Part.II. 

1874-1893 (Falling 
and unstable exchange.) 

(C) 1892-1893. 

(i) Herschell Com¬ 
mittee’s Report. 

(if) Closing the mints 
to free coinage of 
silver. 


f 

Section I. 

I 

Act of 1893. 

I 

Closing the mints to 
silver and gold. 


1893-1900. 


Section II. 

i 

1893-1895. 

I 

Continued fall of 
silver. 


Section III. 

i 

1S95-1899. 

I 

Raising the rate to 
Is. 4d. . 


f- 

Pre-War Period. 


I 


1900-1907. 

Drifting towards the 
Gold Exchange 
Standard. 


Part I, 

! 

Crisis of 1907-08 
(Its lessons.) 


1907-1914. 


Part II. 

1909-1913. 

(Currency 

Policy?) 


'i 

Part III. 

I 

Report of tht 

Chamberlain 

Commission. 

(The Gold 

Exchange 

Standard.) 


Currency History during Twentieth Century (upto 192 ). 

i ..-I..- 


War Period. 


Upto er.d of 1916. 

.Dislocati on of trade 
and business. 


-1 

1917 to end of the War. 

i 

Extra-ordinary rise 
in the rate of 
exchange. 

(Its consequences.) 


Period I 
The year 1919. 

Report of the Babingto 
Smith Committee. 

{The 2 S. GM 


Period IT ' 
1920 to March 1921. 


(Consequences of the 
2s. gold ratio.) 


Post-War Perio 


Period III 
March 1921-1925 
(Condition of 
Exchange.) 



Section IV. 

I 

Report of Fowler 
Committee and 
Gold Currency for 
India, 


-1 

Period IV 

I 

1926-1927. 

I 

Report of the Hilton- 
Young Commission. 

(The Gold Bullion 
Standard.) 

























